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When you're dealing in Australian 
dollars it makes sense to deal with 
an Australian bank. And then it 
makes even more sense to deal 
with Australia's fastest-growing 
international bank. 


Australia's fourth largest company, 
National Australia Bank has assets 
in excess of $A35 billion and the 
skills and experience developed 
er 150 years of international 

king. 
$A market makers, 24 hours a day, 
the world's major trading centres, 
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National Australia Bank's team Tokyo John Shearer 
can provide a fast, competitive Telephone 270 8381/5 
service with up to the second Telex J34707 


quotes for all your $A currency 


sand deposit requirements. 


Get together with National 
Australia Bank today and stay a 


National . 
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Axe to tax 

lf America’s top income-tax 

rate does go to something like 
'%, it will change business 
2cisions all round the world, 

page 9. Britain fights 

California, page 57. 


Commonwealth fudge 


Mrs Thatcher now needs to 
agree to an angry 
Commonwealth's sanctions 
against South Africa, page 10. 
Congress suggests some, 
page 28. Botha prepares for 
them, page 16. Does De 
Beers?, page 4 and page 59. 
Belaagered businessmen, 
page 54. 





: 
Chinese puzzle 
Can Deng reform 
communism?, page 11. 
Gorbachev's olive branch to 
the East, page 16. 


In the soup 


Greek turtles, page 36. Cuba's 
economy, page 21. Venice's 


Kackpackors, page 34. 
Past shades 


Carter's in Georgia, page 29. 
After Long in Louisiana, page 
32. Harriman’s world view, 


page 28. 


Spare change 
That's all Liberians have, 
page 20. 


MC. (P) 82885 PP (5) 21285 


Sphinx's scowl 
How Egypt is being shaken by 
economics, mullahs and 
babies, page 21-25. Mubarak’s 
crisis now, page 14, 


Star-struck 


The summit yearnings behind 
Reagan's arms-contro! offer, 
page 15. What Japan wants to 
win from star wars, page 63. 


Midnight sun 


Makes good neighbours in 
Spitsbergen, page 37. 


Trade aids 


America asks Japan to help, 
page 27. GATT getting 
somewhere, page 48. NICS’ 
exchange rates, page 51. 
Se Se SS SS = 


Democracy'’s price 
Europeans count the cost of 
their parliamentarians, page 
33. Especially in Britain, 











Books for the beach 


Bestsellers and best reads. A 
survey after page 38. 


Big Bang 
The first of a series of City 
briefs on it, pages 60-61. 


Britain's property surveyors join 


in, page 57. 
Sad Max 


The decline of Australia’s film 
industry, pages 67-69. And of 
its dollar, page 56. 
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Bank money for Mexico 
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international: Preparing for the star-struck summit; Russia 
and China; South Africa; PLO finances; Liberian money; 
India; Cuba. Egypt: Into the wilderness; Baby boom; 
Muslim fundamentalists 

American Survey: There's more to trade than textiles and 
oranges; South Africa; Harriman; Impeachment; Georgia; 
Pensions; Civil rights; Louisiana 

33 Europe: The cost of democracy; Italy; Tourists in Venice; 
Housing in Turkey; West Germany dd Austria; Turtles; 
Chess; Spitsbergen; July in the EEC 

Britain: Teachers: half-term report; Cron and govern- 
ment; Northern Ireland; London's local government; Sci- 
ence policy; Press freedom; Common land; The Alliance; 


British Coal; Backbenchers 
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Business, finance and science 


45 Business this week 

47 World Business: The next destination for America’s 
railways; GATT; Mexico in GATT; American jeans; Mercury; 
Argentina and Brazil; East Asian trade; Tour de France; 
Japanese airlines; Chilean pine; American carmakers; 
South African businessmen 

Finance: Why the Euromarkets feel a pain in the belly; 
Australia; America’s unitary tax; American interest rates; 
British property; Billingsgate; Racehorses; Reply to De 
Beers 

Big Bang Brief: The countdown to October 27th 

Science and technology: Japan wants star without wars; 
The brain; Computers in education; Guinea worm 

73 Economic and financial indicators 


60 
63 





Books, arts and letters 


38 Summer books: Best reads and bestsellers. A survey 
67 Arts: Australian film makers clear up after the picnic 
4 Letters 





© The Economist Newspaper Lid, 25 St James's Street, London’ 


i fi © 
A 
\ 7) 


1HG. Printed in Singapore 


ae ow eS eee o o 
Subscription oupon 
The Economist Newspaper Ltd, 2 Jurong Port Road 
Singapore 2261, Republic of Singapore. 
Registered in London 236383 Regsiered Othoe 25 St James s Street SWIA ING 
Piease enter a subscription for 1 year. | enclose payment of... 


Australia A$135 Q Students [C] A$108 
Hongkong HK$650 [7] Students C] HK$520 
Japan JY¥22,000 [] Students [] JY17,600 
Malaysia M$199 [) Students [] M$159 
Singapore $$185 () Students [] S$148 
Other Asia/Pacific USS$S3 [] Students [C] US$74 


index (Please apply for local rate) 
(È Sterling and US $ can be accepted at the current exchange rates) 





3 
a 


TT N NS tn 


My ns sew cee Seis a AD ee cs ecient oe 
CALCUTTA? 


SSES ew gus toa ae Sd ein eee ss 











: 


4 
. 








racies i in. your Somments ger 
g to digmonds in your leader 
Go for gold” (July 19th). I 
uld point out: m 
iamonds are not one of 
uth Africa’s two largest ex- 

s and represent less than 3% 
total export earnings. At ap- 

tely $375m (the figure 























































cludes diamonds polished local- 
} this is only a fraction of the $1 
ater which you stated in your 


s in heavily upon diamonds, 
creased from 45.5m carats 


) Ninety per cent of potential 
upplies are not being withheld 

} the market and analysis 
| show that, over an extend- 
riod of time, supply and 
mand for diamonds have been 


A eer The Central 
ens policy í is to 


titig arrangements both in 
t of pie and supply by 





dustrial purposes being at the low 
end of the scale), but it would be 
untrue to say of any mine in the 
world that the value of its total 
production was a huge multiple 
of mining costs. There are indeed 
a number of mines which are only 


marginally viable. 


(5) The effect of your suggested 
policies would go far beyond just 
ruining a few honest businesses. 
Apart from the foreign exchange 
earned by producing countries, 


Belgium, Israel and India each 
export more than $1 billion per 
year of polished diamonds. The 
number of people throughout the 
world who are employed within 
the diamond industry, from the 


mines (eg, in excess of 30,000 in 


Zaire) to the four principal dia- 
mond cutting centres in Belgium, 
Israel, India (where some 
350,000 are employed) and the 
United States, through to the 
wholesale, manufacturing and re- 
tail businesses, amount, together 
with their dependants, to many 
millions. 

In sharing your concern at the 
present situation in South Africa, 
De Beers as a company has for 
many years been at the forefront 
of those working within the coun- 
try for a peaceful resolution to its 
problems and the dismantling of 
apartheid. The substantial inac- 
curacies of your article and its 
somewhat sensational tone, for 
instance the unsubstantiated 
statement linking diamonds with 
heroin and tax evasion, are un- 
likely to assist constructive de- 
bate on the resolution of South 
Africa's difficulties. 

R. A. DICKSON 
London De Beers 


See our reply on page 59—Editor 


SIR—Your leader overlooked a 
number of important side effects 
“that would probably scupper the 
idea. First, South African gold 


mines are the most profitable and 





highly taxed in the world. 


paign of gold selling by ae l 


banks, presumably led by the 
United States, would hurt all the 


other gold producers long before 
In particular 


South Africa’s. 
many of the.new, and not so new, 
gold mines in the west of the 


United States would be forced 


into marginal profitability or loss. 
How strong would the American 
government’s resolve be under a 
strong lobby campaign from sen- 
ators representing Colorado, Ne- 
vada, California, etc? 

Second, if the gold price falls, 


so does the rand—leaving the 


rand gold price unchanged with 
little net negative effect on this 





self sufficient economy. In fact, a 
weaker currency will stimulate 


exports of other goods. 

Third, should the gold mining 
industry actually start sacking la- 
bour, remember that about 50% 


are not South African nationals. 


If the mines were to lay off num- 
bers of these immigrant workers, 
the effect on their national econ- 
omies of sharply lower remit- 
tances would be a bigger blow in 


relative terms than on South 


Africa. 
London 


+ 
ROBERT DAVIES 


SiR~When almost the whole 


world, except America and Brit- 
ain, is indulging in parrot-like 


talk about economic sanctions. 


against South Africa, I doubt 
how well they could be imple- 
mented. South Africa could well 
get round them by getting sup- 
plies through third parties. 

The only way to affect South 
Africa is for trade unions to re- 
fuse to work in the South African 
gold and diamond mines. That 
alone could bring industry to a 
standstill. This is possible only if 
the World Federation of Trade 
Unions and the International 
Confederation of Trade Unions 


pay South African workers at. rer iy 1 


least 75% of their wages. All the 


countries who have volunteered 


to impose sanctions should rather 
fund both WFTU and ICFTU. If 
Band Aid and Sport Aid can raise 
millions of dollars for starving 
children, surely they can paralyse 
the South African economy 
through financing South African 
workers for six to nine months. 
Bombay, 


india K, COLABEWALLA 


SIRI am amused by Mr Peter 


Smith’s suggestion (Letters, July 


12th) that there could be a ban on 


visas for Afrikan®rs to OECD at 


the. 


‘diseases, 


are the nee, eor MacD 
alds, the Wilkenses, the Lan 















and the Horwoods, one of whom 
was brother-in-law of Mr lan 


Smith of Rhodesia fame. 
Spalding, 
Lincolnshire 





Employee ownership 


'SIR—As an investment banker _ 
specialising in the subject, Ien- ~ 


G. J. LABUSCHAGNE 






joyed your article (June 14th) on. 


proposals to expand employee 
ownership in Britain. 
I -testified before. 


mittee in 1973 when the original 






“employee stock ownership. 


support here. In the pre ay 
bill there are a number of. sign 

cant new measures to encour: 

the formation of ESOPs, even 
though most “special-interest 
subsidies” are eliminated in the 
bill. 
“I would hope that expanded 


employee ownership in Britain: 


would not only help workers at- 
tain a capital “nest-egg” but also 


show that where employee own- 
ership is not accompanied by 
greater worker participation in 
decision-making it is unlikely to 
be:so successful in increasing mo- 
tivation and reducing hostility, 
other studies show that the size of 
ESOP contribution is more 
important than the elements of 
“industrial democracy”. 


New York Net A. WASSNER 








Sth) that donor blood sig- 
nificantly i increases the possibility 


-of contracting hepatitis and other 
why has. autologousf. 


Senator 
Humphrey’ s joint economic com- 


temper traditional labour-man- © © 
agement. hostility. In the United 
States, on this latter issue, the. 
jury is still out. Some studies ‘ 


(self given) blood not been wide-\ 
ly recommended before now as 5 


the safest method? 


The answer can most likely be H 


found in the structure of the: non- : 


competitive, $1 bil 
he eg blood | 
- In the U 


See all the  bloadte r 
tal customer. Thus, it has hada no 


incentives tọ invest in the very 


expensive equipment to freeze 


Poon. for Spt morg or... 
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and West Africa; additionally consultants for short-term 
assignments in Asia, the Middle East and Africa. Specific 
needs are for personnel with experience in: 


—agricultural engineering (eg workshop management, 


land clearance, etc) A.T. Kearney provides management consulting y 
—draft animal power services to a variety of industrial and commercial y 
—extension and training sectors worldwide. Expansion and future plans S 
—agronomy, economics and project management require us to seek highly qualified professionals to 

(particularly in rice). join our Middle East group. 


Successful candidates will possess: 
è 5 years of consulting expeneffce 
@ Demonstrated leadership capability 
@ Skills in Operations Managemen® 
© Knowledge of process industries and utilities 
è Advanced Degree from US/Europe 
è Fluency in English & Arabic 


We are looking for leaders. Remuneration will be 
consistent with the high quality of results required. 


(Certain of the posts require both English and French 
speaking; for others Swahili is desirable). 


Applications are requested from individuals, with appro- 
priate experience, interested in both long-term technical 

- assistance posts and potential short-term consultancy 
assignments. A minimum of 10 years overseas experience 
together with a relevant degree is normally required. 
Write together with curriculum vitae to: 














Agrisystems (Overseas) Ltd Please apply in writing enclosing photograph to: | 
3 = Road Philip F. Banks, Vice President International, 2 
coe . A.T. Kearney Limited, 134 Piccadilly, 
Bu Poea 17 8PL London W1V 9FJ. Great Britain a 
Telex: 837596 AGRI G 277? a 
Telephone: 0296 748550 EF . 
Se GZ FO STRATEGIST 7 
CITY OF LONDON 
ECONOMIST Our client, a leading firm of UK Stockbrokers is seeking a 
“Strategist” to work at a senior level in a successful research 
Gilbert Eliott & Co is the London stockbroking aac et a ee 
idi f Girozentrale Vienna, ria’s leadin ne to provide the firm s analysis 
onset hes ae rale Vienna, Austria's leading n S R ie analysis and to write on 
, topical matters which cut across existing specialist areas. = 
We are looking for an economist to work The see a will a = closely with the = 
primarily with our Gilt and Fixed Interest teams, irm’s economic, unit and, especially, the senior research P 
and also to liaise with the group’s other eee Pees will ——- br rege, Avo a 
) economists and offices in Vienna, London, New appointment will be at b peor mÈ level. 
York and Hong Kong. Candidates should have several years’ City experience, € 
Candidates should have a good economics either in broking or fund management and are unlikely to be “4 
degree and a minimum of two years’ experience in aged below 30. Salary is negotiable according to ability and ee. 
a banking, treasury or similar financial EAU i ) l 
environment. A good command of German, though Pea S afia ue Bod pete 
es > , 
not necessary, would be an advantage. sad distin herak number, quoting ref 2689 to w 
Starting salary will reflect current market G.J. Perkins, Executive Selection Division. E 
conditions, including bonus scheme, mortgage T 
i x Sears A 
L ia Cie ehir a A Touche Ross 3 
re n m R. A ¢ E 
Woodier, Gilbert Eliott & Co, Salishury House, DO igh Runne TUMUS = 3 
London Wall, London EC2M 5SB or telephone "Telephone: 01-353 8011. é 
01-628 6782. JU eae rea aa R ‘ 
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Corp, offered “the 
the choice of storing their 
toad in either liquid or 
lid the autologous 
x ption emerge. 
we choice of using one’s own 
d.v donor supplied blood is 
mply a question of the cosf vs 
fits of eliminating the risk of 
ase tragsference or increased 
t operative complications. 
quid donor blood in Californie 
bout $75 per pint, whereas 
id autologous costs about 
0 per pint and frozen autolo- 
ous $265 per pint. For those of 
who are older, or in profes- 
» where the risk of injury is 
the simple question is 
nether I am willing to pay the 
ional premium &. ensure 
I will get my blood 
id I need it, especially in 
S of unexpected surgeries. 
$ is a personal decision which 
current commercial suppliers 
lonor blood minimise. How- 
r, since it is my health, or 
haps my life, that is at stake, 
glad that I now have a choice 
at apparently was not available 
me previously. 
08 Altos, 
iifornia 





W. H. BRICKNER 


Europe sans America 


SIR—About your leader “Europe 
without America” (July 5th). 

_ First, the geographical outline 
onthe cover is misleading. It 
shows only Western Europe. We 
in the West are not happy with 
regimes in Eastern Europe 
but we do not feel it is our 
filege to deny the people liv- 
ere their claim to European 
itage. The historical, cultural 
|. economic cooperation be- 
n Eastern and Western Eu- 
have importance as a stabi- 
- effect and peacekeeping 
‘ation for both sides. 

cond, Eastern Europe pres- 
y depends on Western Eu- 
for a good part of its pros- 
ity. How can we be 
husiastic or even grateful for a 
po-for-broke arms race when the 
omic diplomacy and political 








are being so flagrantly 
pardised? 

hird, does your leader’s as- 
tion, that a military superi- 
st be put to use eventual- 
j ly to Russia today? If the 


revent pr fh 


y holds otherwise diverse 





rance that have also kept. 


ae interests together. We § 


“we want to keep bn least the 


political buffer zone between 
Western Europe and Russia itself 
intact. The arms race in Europe 
increasingly threatens to militar- 
ise the governments of those 
countries in the East which do 
not have any economic backbone 
to support them. 

Fourth, Americans are here to 
buy time for that part of NATO 
way back there on the other side 
of the Atlantic, which must avoid 
direct military exchange for as 
long as possible. 


Munich ANTON VAN IERSEL 


SIR—West Germany's Ostpolitik 
sought to promote dialogue and 
greater understanding between 
East and West. It gave Europe 
real potential to act as a kind of 
mediator between the super pow- 
ers. American nuclear weapons 
stationed on German soil make a 
mockery of this and reinforce the 
Soviet view that Europe is being 
used as a pawn in American for- 
eign policy. Western Europe’s 
long-term defence will come only 
as a result of its independence, 
not if it is seen merely as Ameri- 
ċa's front line. 

Poole, 


Dorset MARK CURTIS 





Uranus 


_ SIR—While is is well known that 
the axis of Uranus lies in the 
plane of its orbit, it is decidedly 
‘not true that “one pole points 


constantly at the sun” (July 
12th). I am not a physicist, but I 
doubt if such a thing is possible 
(try whirling a spinning gyro- 
scope on the end of a piece of 
string). Uranus, like other spin- 
ning bodies, keeps its axis, and 
thus each pole, pointing (more or 
less) towards a fixed point in 
space, irrespective of where it Is 
on its orbit. 





Leverkusen, 
W. Germany MICHAEL SCUFFIL 
British voters 


SIR—You claim (July 5th) on the 
basis of your MORI poll that vot- 
ers don't care for balance in gov- 
ernment policies. I doubt that 


-you are right. 


Each of the questions about a 
coalition was slanted against such 


an outcome; and the questions on 


party leadership had only a pe- 


mil ripheral bearing on “balance” at 
ri ening by _ 
ognising the Russian military — 
‘wpat it is: the one thing that 


In contrast, virtually every 
opinion poll in recent years on 
proportional representation, has 


shown a considerable majority in 
favour; bo 





th because of increased 





i “fairness” and 





chances of an end to “pe 


politics” and the substitution < of Si may be 
ing a row about the words of the 


better balance. 

Such findings are more likely, 
not less likely, now that Mrs 
Thatcher has so changed people’s 
attitudes for the better; and the 
sensible majority of the British 
electorate would not wish those 
hard-fought-for improvements to 
be lost in a swing back to the left. 
House of Commons, 

London Tim RATHBONE 





Rainbow Warrior 

SIR--“ Bureaucratic bloodymin- 
dedness”, as you call it (July 
12th), is very faint censure for 


what is in effect blackmail of New. 


Zealand by France to release 
those fairly convicted in the Rain- 
bow Warrior affair. More sinis- 
ter, however, is that the result of 
these excursions into power poli- 
tics is to undermine the impartial- 
ity of both countries’ legal sys- 
tems, bringing thern more into 
line with the communist world’s 
manipulation of the law for politi- 
cal purposes that we so much 
deride. 


London JEFFREY COORSH 





saving Bengal 

SIR-—As a dispassionate outsider, 
your India correspondent has at- 
tempted to analyse the reasons 
for West Bengal’s decline (June 
2ist) and the painful attempts 
being made to reunite. May I, as 
an “expatriate” half-Bengali, 
make the following points. 

The province was a copybook 
victim of the last throes of British 
colonialism; one need only refer to 
the man-made Great Bengal Fam- 
ine of 1943 in this connection. 

The central government, in par- 
ticular the Congress party, system- 
atically discriminated against Ben- 
gal, whether in terms of refugee 
relief or new investments. The 


European ‘“‘boxwallahs” in the — 


corporate sector were replaced by 


up-country brown sahibs who had. | 
no loyalty to either Calcutta ‘or 


Bengal and were happy to transfer 
profits out of the state. 

The Bengalis penchant for art 
and culture, as opposed to busi- 
ness, meant that there was no 
indigenous entrepreneurial class. 


The mantle fell on a particularly © | 


rapacious bunch of Marwaris 


reconsidering. 


national anthem (July 26th), but — 
it is the tune they ought to be 
“Deutschland, 
Deutschland über alles” was writ- = 
ten to the tune of the existing © 


Austrian national anthem, com- . 


posed by Haydn, which was first 
tailored to the Austrian emperor -> 
Francis and later generalised. 
Known throughout the monarchy 
for over a century as “Gott er- 
haite, Gott beschiitze” (the same 
sentiments as God Save the 
Queen), this tune was retained by 
the first Austrian: fepualic, with ss 
new words by Kerr | 
gesegnet ohne Ende”). At the o 
same time. the Germans sang 
their mo maliştic words to — 
the same t 
It was only with the emergence: 
of Hitler that the expansioni — 















- words infected the tune and i 


latter became associated with 
Germany almost exclusively. The 
end of the second world war 
appeared an ideal opportunity to 
redress the musical injustice. Un- 
fortunately the West Germans 
got away with keeping the good 
Austrian tune, making the (now 
apparently temporary) conces- 
sion of dropping the first verse. 
The second Austrian republic, on 
the other hand, chickened. out 
and ignominiously dropped ` its 
own traditional tune, leaving the 
German purloiners in full posses- 
sion. If nobody else cares, it still 
rankles with me. 

Barnham, 


Sussex | Lan, $. MENZIES 











i Vol. 4. “SECTOR A ANALYSIS 
AND PROSPECTS sf 
|. Vol. 2. COMPANY PROFILES « ite. 

Bids, deals, takeovers and new alignments. aa: ( 
among the major companies are constantly a 
changing the face of British retailing: This 
report forms an excellent framework | 











who were bent upon giving capi- E ree 


talism a bad name. 


One sincerely hopes that Rajiv. | Europe £295; Nori 
Gandhi will give up his mother’s. | US$530; Rest of world £298. 
my opi c attitu d e and reverse the e E a ge E E E E E 












centre’s discriminatory stance EEA 


against Bengal. 


New Delhi R. TETEE 










EXECUTIVE FOCUS 


DEPUTY DIRECTOR GENERAL 


CENTRO INTERNACIONAL 
DE AGRICULTURA TROPICAL (CIAT) 


CIAT invites applications by qualified candidates for the position of 
Deputy Director General. 


CIAT is an international agricultural research and training centre with 
programs in Beans, Cassava, Rice and Tropical Pastures. It works 
closely with national agricultural research programs in developing 
countries in the generation of improved varieties and related production 
technology for these commodities. 


The person filling this vacancy will serve as a member of CIAT’s top 
management team in mp a end executing the overall strategy and 
tans of the Centre and will be directly responsible for all research and 
nternational cooperation activities of two of the Centre's four commodity 
research programs (Tropical Pastures Program and Rice Program), as 
well as several support units. 
in addition he/she will have Centre-wide responsibilities for international 
relations in Latin America and the Caribbean. 


Qualifications 


i Applicants should hold a doctoral degree in agricultural or related 


sciences. The successful candidate will have considerable experience in 
agricultural research and/or development, including management and 
international experience. Excellent command of English and Spanish is 
required; competence in Portuguese desirable. 


Conditions of Employment 
Starting date on or about 1 April 1987. Compensation is based on 
experience and qualifications. An internationally competitive package of 
employee benefits is provided. Applicants are requested to send their CV, 


date of availability, and addresses of three references to the Director 
General, CIAT, Apartado Aéreo 67-13, Cali, Colombia. Applications will 
be accepted until 15 September 1986. 
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ISLAMIC DEVELOPMENT BANK (IDB) 


VACANCIES 


The Islamic Development Bank, an internati 


HEAD OF PROGRAMS & PLANNING SECTION 
PhD ot Master's degree in Economics or Administration with a practical experience of at 
least nine years for the PhD or 11 years for the Master's in planning, organization and 
evaluation of seminars in economic deve and assisting in the preparation of 
the material relative thereto. Knowledge of Islamic economics will be an asset. 
OFFICERS (a. TRAINING b. STUDIES) 
in Economics or Administration with a practical experience of at least 
Soe ansa for ths FUTNIA KIAR TAA tot tne tomers: 
(a) Training Officers: im administering seminars & courses. 
(b) Studies Officers: in documentation for f ammes and editing the 
jr paaa d preparing training progr ung 
RESEARCH OFFICERS 
PhD or Master's de in Economics or Social Sciences with a practical experience of at 
ast three years after PhD or six years after the Master's, in carrying out theoretical and 
applied research in Islamic Economics, Banking and related fields. 
The for these positions is determined according to qualifications and experience and 
ranges from US$30,000 to 45,000 per annum. i 
In addition to salary, other benefits include internal 
grant, housing allowance, air tickets for annual 
educational grant, medical care, group life and 
pension, etc. 


Preference will be given to nationals of IDB member countries and to candidates with 
good knowledge of Arabic in addition to English and/or French. 

Last date for receiving applications is one month from date of this advertisement. 

Interested ms may send their curriculum vitae with copies of education and 

cestibieetes Dy sna fo: 


E 


transport allowance, installation 
lcave, dependency allowance 
insurance 


THE HEAD OF ADMINISTRATION AND FINANCE 
ISLAMIC RESEARCH AND TRAINING INSTITUTE 


ISLAMIC DEVELOPMENT BAN 
P.O. Box 9201, Jeddah 21413, Kingdom of Saudi Ar@bia. 
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5 
ational financial institution. offers challenging 
qualified professionals who are well versed in at least one of the t 
languages used by the Bank: Arabic, English and French, for employment in the Islamic 
Research and Training Institute of the Islamic Development Bank, Jeddah, Saudi Arabia. 


ECONOMIST 


The Panama Canal Commission is offefing an inter- 
esting and challenging opportunity for you te serve 
as the Canal's principal source of economic exper- 
tise providing advice on ec@nomic matters related to 
policy formation and planning for Canal operations. 
The position also will require periodic travel 
throughout the world to consult with Canal custom- 
ers. Interested? Then apply for: 


ECONOMIST GS (NM)-13 
($43,328.85 annually, including overseas differential) 
with the Panama Canal Commission, a US Govern- 
ment Agency located in Balboa Heights, Republic of 


WE ARE LOOKING FOR 
SOMEONE WITH: 


—A background in international economics or 
business 

—Experience in international trade and 
transportation 

—Knowledge of techniques and methodologies of 
economic and trade forecasting 

—Strong communication and marketing skills 


WE OFFER 
—Free rent and utilities in Commission administered 
housing 
—Free yearly trips back to the US 
—US Government-sponsored health and life 
insurance 
—Approximately two months leave annually 
—Federal Employees Retirement System (FERS) or 
Civil Service Retirement System, as applicable 
—Social Security, if applicable 
—Free education for dependants in DODDS System 
Federal status appointment limited to five years. 
Placement assistance to the Department of Defence 
will be provided to those eligible at the end of the 
five-year period. Federal employees may have re- 
turn rights to present positions. 
Applicants must meet the requirements specified in 
the US Office of Personnel Management Handbook 
X-118 Qualification Standards, which include at least 
four years of college education (including courses in 
economics, statistics, accounting, or calculus) and 
three or more years of professional experience in 
economics or equivalent combination of education 
and experience. 


Submit résumé or Personal Qualifications State- 
ment (SF-171), available in some post offices or 
government agencies, along with college tran- 
scripts immediately to the Chief, Employment and 
Placement Branch, Panama Canal Commission, 
APO Miami 34011-5000. For informatien, you may 
call the following numbers: in Panama (507) 52- 
7996 or in Washington DC (202) 634-6441. < 


An equal opportunity employer. 
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‘joint committee of the two houses of America’s 
mgress will swelter in Washington this month to 
ree on a tax-reform bill which will eventually affect 
ery citizen in the worl 


about to lead all rich countries away 


= Tates designed to confiscate nearly or over half their 
earnings, but then did not have to pay those. rates 


provided they did various things that governments 
<- wanted but usually should not have done. 


A tax revolution is about to stalk through the West 


-because politicians in America have suddenly seen that 
_ the money wasted by these systems can be redistributed 


-in more popular as well as clearly more efficient ways. 
_ America’s present corporation tax rate is 46% on any 
-business which declares an annual profit above the 


being paid by some great corporations with an annual - 


“turnover five hundred thousand times larger than that. 
-his is because American businesses can claim invest- 
ient credits or other tax credits if they spend money in 
that legislators once said they liked. Most of these 
ays è been wheedled from past congresses by 
bbies for limping industries, which said that their 
ents could not afford to do this or that unless they 
ere given tax subsidies to do both of them. Almost by 
efinition, efficient industries do not want to do this or 
that according to some tax-collector’s timetable, but 
since the taxman foots the bill they trundle into doing 
them regardless. = | 
By trimming a few—though not enough—of these tax 
subsidies, American politicians should next year be able 
to reduce corporation tax from 46% to 33% or 36%, 
nd still say that they hope to gather an extra $100 
0 billion of taxes from business over the next 
rs. This last is the politicians’ misleading way of 
t American business taxes in 1990-91 may be 
n-40 billion higher than they Would otherwise 

utit still is not peanuts. = 


cluding the 99.99% who 
o Pavi und hing about it. Even if the 
om < compromises are feeble, their 
‘be strong. President Reagan’s 


A TAX Bly 


MELTDOWN! 


This more-than-peanuts will then be popular 
to cut by up to one-eleventh American in 
income taxes, which at present meander throu 
different rates, ranging from 11% “on the 
50% on those of the richest who do pot empl 
attorneys. The attorneys will dislike tax reform bec 
they may be deprived of some of their favourite d 
such as the fabulous real-estate wangles through 
any Rockefeller can say his million-dollar-a-yea 
come is wholly wiped out for tax purposes by a pape 


loss acquired through holding a depreciating as 


an imaginary loan that he doesn’t need to repa 
Because so much money can be saved by closing suc 
loopholes, America seems quite likely to emerge with 


only two federal income-tax rates called 15% and 4 


although phase-out complications may mean that the 
top marginal rate is around 32% really. Whatev 
happens, the world’s wealthiest country will then hav 
the industrial world’s lowest top tax rate. ae 


Why Europe will follow after 


It is certain that other rich countries will then hav: 
move towards this pattern, if they want to stay rich in 
the post-industrial age. During the 1970s, any countri 
with top marginal income-tax rates above 60% fou 
that they suffered a brain drain. Today those w 
high top rates would suffer the more serious drain aw 
of some of the large number of modern industries 1 
are mainly concerned with moving pieces of info 
tion about (good financial services, software, reseat 
etc). Information has become a weightless commod 
and those dealing in it will settle in places where ti 
key operators can keep most of their earnings. And 
key operators only. : 
All of the net new jobs created in most advancin 
countries in recent years have been in small busines 
The most successful of these are formed by small gro 
of people who move daringly into innovative t 
which will often have a short shelf life before they 
overwhelmed by other innovators coming along. H 
erto the main way in which a few people have bece 
rich from these is by holding stock options. But st 
options are themselves devices which have been cr ; 
during the period when earnings have been taxed 
heavily than has money secured through selling 


_of paper. In post-tax-reform America, stor 
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seem set to lose ground to profit-sharing arrangements 
that will spread through the ordinary ranks of workers 


_ in what will really be co-operative innoventures. It is 


important that Europe has tax systems that encourage 
such ventures. From next year, America will have. 

America Will get its best bill if the joint committee 
accepts the strong House of Representatives proposals 
for closing corporate tax loopholes and the strong 
Senate proposals for closing personal tax shelters, 
instead of surrendering to the lobbies by doing things 
the other way round. Probably the first bill will funk 
taking the biggest privileges from the most favoured 
cases: defence industries, oil, some banks. But the bill 
will withdraw tax credits from metal-bashing industries 
that will now move more quickly to the Indias and 
Chinas via Taiwan. The dear yen will be inducing 
Japanese industries to move the same way. 

Some Europeans will say that Europe should put in 
place the tax incentives that America is removing, and 
attract American 4nd Japanese metal-handling indus- 
tries to Europę, rather than annoy egalitarians by 
nominally reducing millionaires’ marginal tax rates. 
This depends on whether you think Europe will do best 


_ to compete with a coolie’s or an entrepreneurial stan- 


dard of life. Nobody is saying that Europe need 
abandon its welfare states when cutting its top marginal 
tax rates, because all European countries have large tax 
loopholes to discard. One which even America is not 


Verses ELE eer eee S 
. 


yet daring to close is the tax relief given on mortgages, ` 


which diverts money into bidding up the price of 
secondhand houses in booming employment areas, so 
that people from desperate unemployment areas cannot 
afford to move into them. 

Nobody is saying that Europe must immediately 
move down to whatever is the American federal 
government’s top marginal income-tax rate next year, 
especially as the Americans put state income taxes, 
ranging from nought to California’s 10%, on top of 
that. Successful and rich European countries will be 
able to add a premium like California’s 10% above 
federal America’s top 27% or whatever; but unsuccess- 
ful and pretending-to-be egalitarian ones eventually 
won't, unless thay want to be residually inhabited 
mainly by the non-entrepreneurial and the dummies. 

When the supposedly right-wing President Reagan 
started his campaign to make big businesses pay their 
taxes and to destroy the personal tax shelters of his 
many rich friends, he thought this would bring a simple 
tax code to America. It has not done so, because the 
legislation being considered is 2,800 pages long. It i 


therefore bound to include some mistakes. There wil: > 


have to be later bills twice as long as the Manhattan 
telephone book to correct some of them, but nobody 
should doubt the course on which America’s tax reform 
is now being set. Politicians elsewhere in the West 
should take note of it, and so should investors. 





ls what Mrs Thatcher had now better develop, after the failure of 


Sir Geoffrey Howe’s mission 


Now that President Botha has delivered a karate chop 
_ to Sir Geoffrey Howe’s neck, after Mrs Thatcher had 


stuck it out for him, the rest of the world will angrily 
resort to the sorts of economic sanctions against South 
Africa that will not work. Mrs Thatcher herself will be 
wise, if inglorious, to find some ladder to climb down 
towards them. 

She should have no difficulty descending towards the 
type of economic sanctions now being considered by a 
committee of the United States Senate. They concen- 
trate on banning imports of South African steel, 
cement, aluminium, etc, which nobody at present wants 
to buy—and which East Asian merchants would quickly 
buy and resell if ever anybody did. Mrs Thatcher should 
have even less difficulty descending to the sorts of 
sanctions preferred by the EEC, which will be a paler 


é yg’ version of the same thing. But she faces a more 


awkward confrontation on August 3rd, when six other 
Commonwealth heads of government will be lecturing 
her in London. 

This Commonwealth conference of seven will be a 
peculiar bunch. There will be two Tories (from Britain 
and Canada), two social democrats (from India and 
Australia), two African pseudo-socialists (from Zambia 
and Zimbabwe) and one American capitalist (from the 
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Bahamas). Should Mrs Thatcher make towards them 
what they will call concessions but she would describe as 
things she was going to do anyway? Since Mr Botha has 
rejected her more constructive engagement, the answer 
is “yes ’—and not just because Queen Elizabeth will! 
have all seven Commonwealth leaders to dinner on 
Saturday night. It will now be best if the sanctions which 


are anyway coming can be nominally covered by some ~ 


unanimous Commonwealth cloak. 


The uses of vagueness 
The Commonwealth was invented, and shorn of its 
adjectival Britishness, mainly to help Britain get rid of 
its empire, and partly to help those who were parting 
from Britain to keep a tenuous hold of nurse. The 
Queen’s titular headship gives the Commonwealth 
some comforting grandness, and the organisation does 
a little useful work on technical co-operation. But it is 
best at educating its leaders. Once every two years they 
get together and talk—pray God, not too shrilly—about 
the one thing they share experience of: the politics of 
post-colonialism. 

The subject can be unpleasant. Liberating Canada 
was all right, bu? there have been some rough stretches 
along the freedom trail. An early one was the Boer war 
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in South Africa itself. The Commonwealth long ago 
learned to apply a soothing vagueness to its members’ 
disagreements, because being stuck together was better 
than splitting completely apart. Members have been led 
by many incompetents, some mad dictators, and even a 
flying-saucer fan. None has ever been thrown out. 
South Africa walked out in 1961 because it did not 
want the others criticising its racist follies. Those who 
stayed, with all their faults, would now like to spread 
the usual fudge over the question of how South Africa 
can be jostled to change. If you think this is sick- 
making, do remember Zimbabwe. For 15 years the rest 
of the Commonwealth irritated successive British gov- 
ernments by things they said and did while trying to 


help sort out Rhodesia’s anti-British rebellion. In 1979 


they coaxed a reluctant Mrs Thatcher into the deal that 
put Zimbabwe on the map and into the Common- 
wealth. She now claims as a diplomatic triumph what 
she then resented as busybody interference. y, 
Of course South Africa is harder. Histor ı race and 
economic interest—let alone military attacks on Com- 
monwealth neighbours—cloud judgntent and raise tem- 
pers. All the more reason, therefore, to wait, and listen, 
and push in discreet unison upon any door that may 
open the way to peace. That is what the Commonwealth 
is for. That is why even af irritated Mrs Thatcher 
should this weekend accept the sort of Commonwealth 
sanctions that she thinks will not work anyway. 





Chinese puzzle 


~ an Deng Xiaoping convince his comrades that a little political 
_ form will be g 


for them? 


The debate on political reform that has broken out in 
China is more than a little startling, and not just 
because the Chinese are now studying the thoughts of 
Thomas Jefferson. It is risky for a ruling Communist 
party to provoke questions about how much power it 
should have: most communists, following Lenin, are 
firm believers in grabbing power and hanging on to it. 
That is why when Mr Gorbachev talks of reform, he 
means at most changing the way the Soviet economy is 
run, not changing the Communist party that runs it (and 
even that sticks in many a Kremlin craw). China’s Mr 
Deng Xiaoping is a bolder reformer than Mr Gorba- 
chev, but his aim is still to maintain the party’s grip, not 
loosen it. Why then has he suddenly put “political 
reform” on the agenda as the manoeuvring begins for 
China’s party congress next year? 

Economic change was bound to force a political 
shake-up eventually. Unlike the Soviet Union, which is 
still only tinkering with its economy, China is eight 

ears into a vast experiment. As the reforms spread, the 
right and responsibility to take decisions are gradually 
being transferred from Peking to the provinces, from 
ministries to managers, and past them to customers in 
the market. The party men in China’s towns and 
villages do not take naturally to the concept of keeping 
their hands off the running of factories and farms, so an 


* open discussion was needed about why the party, which 


still sets China’s economic goals, should leave it to 
others to decide how to achieve them. 

The debate has, however, already become something 
deeper. Dengists are making the point that, if the 
economic reforms are to succeed, China must find a 
way of “restricting power with power”. By that they 
mean creating a system of checks and balances to 
prevent the reforms from being wrenched off course 
once Mr Deng goes, whether by over-enthusiastic 
supporters or diehard opponents. By encouraging their 
comrades to look at how Stalin abused*his powers and 
got away with it, and how Richard Nixon tried to do so 
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but failed, the Dengists are not just reviving nightmar- 
ish memories of Mao Zedong and the damage he did 
during the cultural revolution. They are also calling into 
question the system that let him get away with it. 

Be clear, though, about what Mr Deng’s “political 
reform” is not. He wants to change the way the party 
works, not subject it to elections or possible defeat. 
“Reform” means taking more care in selecting party 
officials and giving freer rein to party members to 
criticise them; it does not mean allowing outsiders to 
challenge the party’s authority. Today’s talk of “‘social- 
ist democracy” probably does mean ending the party’s 
monopoly on economic information and letting skilled 
people like scientists and economists come up with new 
ideas. But it does not mean giving ordinary Chinese the 
right to speak their minds against the party. 


Change is whose ally? 
China has tried before to keep change under control— 
and failed. In 1957 Mao used the hundred-flowers 
movement to launch an economic revival, only to crush 
the new blooms when the party looked like losing 
control. In 1979 Mr Deng demolished Peking’s ‘““democ- 
racy wall” when“poster-writers turned their brushes 
against him. The more ambitious political debate today 
is a mark of Mr Deng’s confidence that, despite its stops 
and starts, the economic reform is on the right track. 
Mr Deng’s effort to promote change as a way of 
preserving the party’s authority could go against his 
intentions in two ways. His conservative party critics 
have a bigger target to aim at now that politics has been 
joined to economics. Mr Deng’s best defence is that 
party authority now depends on good economic perfor- 
mance; if the performance falters, the political experi- 
ment may again quickly run out of control and be 
suppressed. The more intriguing possibility is that in 
several years’ time a successful record of econgmic and 
political reforms may make a broader liberalisation 
seem more necessary and less unthinkable. 
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Her kitchen 


Ha 
M f N 
Are landing Mrs, Thatcher in a stew 


Most prime ministers reach a moment when they seem 
embattled in Downing Street with a small circle of 
acolytes at odds with the world. Mrs Thatcher enters 
the summer recess as bele&guered as Eden or Wilson in 
_ their darkest hours. The past session has shown her 
fe iling in precisely the areas where she used to be 
regarded as strong: clear cabinet leadership and a 
re for Parliament. She has backed off a series of 
policy commitments—for instance, reforms to local 
government finance, rented housing and privatisa- 
tion—out of electoral cowardice. She has humiliated a 
loyal foreign secrêtary by sending him to southern 
Africa to postpone an unavoidable decision on sanc- 
tions. In the Westland affair, she lost two able cabinet 
colleagues through a failure to impose and adhere to 
proper cabinet discipline. Now, by dismissing out of 
hand a Commons committee’s main findings on that 
affair, she has effectively told Parliament that none of 
its customary controls over the executive need operate 
if she so decides. 

_ The committee has made murkier the doubts about 
what happened to the solicitor-general’s letter on 
January 6th. If Mrs Thatcher intended to leak a private 
letter written by one of her colleagues discrediting 
another, she should accept responsibility for a serious 
offence. If she did not, she should have asked those 
involved to resign. The effective dismissal (which is 
what it was) of the former industry secretary, Mr Leon 
Brittan, is looking more and more like the shooting of a 
hired gun after he had performed the planned contract. 
The refusal to let a number of the officials involved 
before the Commons select committee was 
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Ashopping list for Lord Weinstock 


If, against the odds, Lord Weinstock’s GEC takes over 
_Plessey, the combined firm will still be only one-fifth as 
ig as AT&T. It needs to grow larger, but mere fatness 
vill not do—even in a business where digital switches 
cost $1 billion a go to launch and especially since the 
-industry’s products are obsolete within ten years. To 
compete with AT&T, IBM, NEC, Fujitsu and Hitachi in 
_the infopreneurial revolution, GEC and other European 
high-tech businesses will have to pick their partners 
= with an eye for technological strengths to plug their 
_ most serjous weaknesses. 
_ Buying Plessey would serve mainly to turn cash-rich 
+ GEC into a bigger, more specialised telecoms firm. Both 
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deeply suspicious. She is now wholly vulnerable to any 
of those involved publicly suggesting that it was on her 
instructions that the letter was leaked. 

Mrs Thatcher wanted to sack Mr Michael Heseltine 
early in the Westland combat; she was persuaded not to 
by her press secretary, Mr Bernard Ingham. She was 
encouraged to allow Mr Brittan to go by her chief whip, 
Mr John Wakeham. Much of the Westland saga was 
orchestrated within Mrs Thatcher’s private office by her 
private foreign and defence secretary, Mr Charles 
Powell. These men enjoy an extraordinary ascendancy 
in the crisis-management which is a running feature of 
modern Downing Street, yet two of them were forbid- 
den to give evidence to Parliament. In their place wen 
the head of the civil service, the hapless Sir Rober: 
Armstrong, who had conducted the “leak inquiry” that 
the select committee has shown to be a charade to 
deflect blame from the prime minister. 

This is a portrait of high office reminiscent of the 
Watergate hearings, stripped only of the verisimilitude 
of tape-recordings. When she entered office, seven 
years ago, Mrs Thatcher ignored those who told her a 
reforming prime minister would need a strong private 
office of politically astute advisers. Her cabinet col- 
leagues were her advisers, she said. Today, she neither 
regards her cabinet as a body corporate to formulate 
and execute policy, nor has gathered round herself able 
lieutenants to strengthen her leadership. Instead, she 
has put civil servants in an odious position, protecting 
their misdemeanours by a crude executive discretion 
that puts herself and some of them beyond the account- 
ability to Parliament she oft proclaims. 





rely on telecommunications equipment for nearly half 
their profits. The merger could help GEC to hang on to 
its business with British Telecom, which has been more 
ready since privatisation to buy from foreigners when 
British is not best. But, internationally, GEC needs 
more. The problems with the System X digital tele- 
phone exchange and the radars for the Nimrod early- 
warning system suggest that it ought to put a business 
with technological strengths in computing and software 
engineering on to its shopping list. f 
There are good reasons for Lord Weinstock to go 
prowling for a Business equipment supplier, too. Three 
high-tech sectors—computing, office automation and 






télecommunications—are converging in America to 
produce a new “‘ultra-tech” industry called information 
services. The midwives delivering this prodigy are 
clever microchips and software engineering. Already 
worth tens of billions of dollars a year, information 
technology will grow into a trillion dollar-a-year busi- 
ness before this century is out. 


- Inevitable? Yes. Easy? No 
Over the years, each of these three previously distinc- 
tive industries has forged its own way of doing business. 
In telecoms, customers stayed stuck with a monopoly 
supplier. In computers, customers were more choosy 
but usually remained loyal after buying one or other of 
the few mainframe computer brands on offer. In office 
automation, many suppliers competed hard for orders 
from thousands of office managers for typewriters, 
copiers and other relatively cheap machines. 
All this is changing with the deregulation of tele- 
phone lines in America. The telecoms business is now 
ning up, in Britain and Japan as well as America, 
ugh not yet in continental Europe. Computer and 
Office automation companies are buying their way into 


telecoms, as IBM has done in acquiring Rohm. Telecom- 
munications companies are crowdirfg into computing 
and office automation. Vertical integration Was the 
catchphrase of the 1970s, as electrical firms in America 
and Europe felt the warm breath of Japan’s nyerochip- ` 
to-megawatt-generator-makers on their necks. Today, 
the trend is to integrate sideways. 

In Britain, one company that. has understood this is 
STC, which broadened its technological base in 1983 by 
buying ICL, the local mainframe computer maker. As 
the monopolies commission seems to have banned 
GEC’s planned £1.2m ($1.8 billfon) takeover of Plessey, 
it would make industrial sense for Lord Weinstock to 
have a go for STCinstead. And Plessey, with its strength 
in telecoms, could yet buy Ferranti, which gets half its 
profits from selling computers and microchips. Both 
Plessey and GEC would still be tiddlers internationally. 
But both might then be one, or a significant part of one, 
of the survivors when the infopreneurial industry expe- 
riences the sort of consolidation the motor industry has 
gone through. That consolidation may, leave half-a- 
dozen big players: two each in America, Europe and 
Japan. 





Bank money for Mexico 


Austerity might give way to growth if Mexico's bankers 


are hard-nosed and soft-hearted 


Commercial banks hold Mexico’s future in the palm of 
their hand. They should mould, not crush, it. Every- 
body else has agreed to give the developing world’s 
second-biggest debtor a new chance modelled on the 
Baker initiative. The IMF, the World Bank and other 
development agencies, and the American and other 
governments, are together to provide over $6 billion 
this year and next. This is in support of a programme 
which aims at sustainable growth and adjusts to real- 
drid oil prices. : 

Now it is up to the banks. They are asked to lend 
another $6 billion in new money; up to $3 billion in 
extra bits and pieces that partly depend on oil prices and 
Mexico’s growth; and to renegotiate some of the $75 
billion already owed them. The banks gave polite but 
sehen support to Mr James Baker, the American 
reasury secretary, when he campaigned for a fresh 
‘approach to third-world debt that linked new money to 
market-biased structural changes and medium-term 
growth. Many are less polite, and more sceptical, now 
that the time has come to put up the money. They are 
right to look hard at the soft numbers and demand some 
changes. They would be wrong, in the end, to say a flat 
no. Fortunately, few are likely to do so. 

The argument for lending more is not the old scary 
one: that a Mexican debt moratorium could trigger a 
dreadful collapse in confidence, first in America’s 
banking system and then in the world’s. That risk has 
receded, even though Mexico’s bank delft is concentrat- 
ed in rather few hands. America has a third of it, and 
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Estimated shares of Mexico's debt 


Total 1985: 
$97bn 


United States $24 ba 





nine big money-centre banks over half of that. The 
banks have been body-building. Today, the nine have 
total capital three times as big as their Mexican loans 
compared with 2} times four years ago. While some 
fragile banks, like Bank of America, have worryingly 
large exposures to Mexico, central banks could cope 
with this. Non-oil countries are unlikely to start default- 
ing simply because Mexico does. 

Most important, the proposed programme is a good, 
innovative and constructive one. It gives Mexico room 
to grow and guidance as to how. Mexico, in turn, 
undertakes far greater structural reforms than before, 
such as joining GATT (see page 49). Brazil and several 
other big debtors are also going for plausible growth. 
By giving lenders 4 formula for endorsing that choice, 
Bakeresque packages like Mexico’s also give them a 
chance to influence it. 

Even so, if Mexico were an eternal basket case, if it 
were wilfully mismanaged and never likely to borrow 
freely again, it would be foolish for banks to throw their 
depositors’ and shareholders’ good money after bad. 


But Mexico’s claim that most of the money is needed + 


because of the collapse in oil prices is more true than 
not. The new money and new policies could pull Mexico 
out of its oil slick and on to a safer course. 

This will only happen if Mexico fulfils its part of the 
bargain. The country has a depressing histogy of missing 
targets. Bankers will be right to insist that the IMF and 
the World Bank monitor the programme meticulously. 
They need an assurance that these institutions will 
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refuse to disburse funds, which will let banks withhold 
their own, if Mexico is not doing what it is supposed to 


do. Bankers could also usefully argue that govern- 


ments—mainly Japan and West Germany—should give 
more bikgeral help: not in government-to-government 
aid, but in’ trade finance. Mexico will have to import 
more if it is to transform a 4% decline in output this 
year into 3.5% gréwth in 1987. 

Other concessions will have to come from the banks. 
They wijl make their own and Mexico’s life easier if 
they let some members of the lending syndicates 
depart. A few smallish American and German banks 
routinely make debt renegotiations hell. Others were 
out of their league in lending in the first place. 

Many bigger European banks would love to bolt too. 
They see Mexico as an American problem. Some of 
them could easily write off those debts which they have 


Scowl on the sphinx 


There is a growing crisis in Egypt 


The last time a big Middle Eastern country slid into 
Islamic fundamentalism, out came Ayatollah Khomei- 
ni’s Iran. Egypt is not Iran, and the Egyptian president, 
Mr Hosni Mubarak, is no Shah. But there are nasty 
parallels. The economy is about to falter after very fast 
growth. Assertive fundamentalists and a permanent 
baby-boom are grinding the country down (see pages 
21-25). If Mr Mubarak goes, and the only Arab state to 
have made formal peace with Israel goes with him, all 
the Middle East will tremble. 

Since Anwar Sadat opened up the external economy 
in the mid-1970s, Egypt has seemed to boom. In these 
1980s the (possibly bogus) official figures have shown 
5-11% real growth each year—the sort of growth the 
Shah also knew. But Egypt’s main sources of foreign 
exchange are now collapsing: from oil, from workers’ 
remittances in the Gulf, from tourism now that Ameri- 
cans keep away. They may soon not even be enough to 


_ Service Egypt’s swollen foreign debt. 


Where Islam seems nicer than welfaritm 

Worse, the years of Nasserite welfarism and then giddy 
growth have left an unstable society behind. Nasser’s 
welfarism means that public servants like doctors and 
teachers and the too many bureaucrats are still paid 
only a quarter of what an employed labourer can earn. 
Although most of these public servants naturally do two 
jobs, their poverty means they are especially keen on 
the bread subsidies that keep in being the 2-piastre loaf 
(which costs eight piastres to produce) and the cheap 
petrol which makes Egypt consume far too much of the 
oil it produces. 

These public servants think the external opening-up 
and the years of fast growth enriched only a class of 
quick-kill speculators whom they despise. They are 
therefore not enthusiasts for the capitalist religion, but 
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already written down. Many, unlike most big American 
banks, will be required to reduce their profits by 
making special provision against new loans to Mexico as 
they have against old ones. Most will have to stay in. 
American banks could cushion the blow by taking their 
tiny compatriots out themselves. As negotiations get 
going, bankers will be keen to trim the $6 billion, keep 
current interest spreads and to make the shortest 
bridging loan possible. But they should fight the ` 
temptation to get a pound and a half of flesh out of 
Mexico. 

Banks have not done badly out of the place. Interest 
payments alone are running at close to $10 billion a year 
and bankers get most of it. The package does nothing to 
reduce Mexico’s $97 billion debt, but adds to it. The 
banks will be the losers if Mexico cannot pay its bills 
while giving Mr Baker’s plan a fair trial. 





are falling back (as are some military officers) to the 
fundamentalist Isjamic one. The drop in foreign earn-, 
ings may turn the masses in this teenage-dominated 
country that way too. The mullahs are setting up a large \ 
alternative welfare and propaganda network in prepa- 
ration for the coming slump. 

Glum prophets can be too pessimistic about Egypt. 
In that land of fatalistic suffering, there is always a 
chance that governments can muddle through. The 
country has many antidotes to the mullahs: the cosmo- 
politan Mediterranean and Levantine traditions of 
Cairo and Alexandria, Egypt’s westernised intellectuals 
and large Christian minority, above all the country’s 
weariness of the feud with Israel. Many Egyptians who 
want a more Islamic Egypt say that it would not mean 
war with Israel; but they do say that the Camp Davi” 
agreements should be formally rescinded—a return t 
the words of war, if not immediately to war itself, which 
would be a big step backwards. Most of these people 
clamour that Mr Mubarak should go. 

If he does, there could be degrees of “going”. The 
quietest forced exit for Mr Mubarak would be by a 
bloodless military coup. Marshal Abu Ghazala, the 
hitherto steadfastly loyal defence minister, might be 
persuaded to replace him. The marshal is much liked by 
the Americans, but keeps as open a line as he can to the 
fundamentalists. It is not clear that he would be more 
than a bus stop on the way to something worse. Mr 
Mubarak therefore needs help, especially from the 
United States, whose generous aid ought to be made 
subject to some Baker-like provisos such as those being 
imposed on Mexico (see last article). Israel can do its 
part, too—for instance, by accepting Egypt’s arbitra- 
tion formula over that disputed slice of desert, Taba. 
Mr Mubarak, & decent fellow, lacks fizz. But worse 
could follow if he falls. 
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-Preparing for the star-struck 


summit 


Ever since he announced his dream of a 
space-based missile defence system in 
March 1983, President Reagan has firmly 
said that he would never accept restric- 
tions on it to make a deal with Russia 
about offensive nuclear arms. A main 
‘ement of Mr Reagan’s political genius 
ver the years has been to say, convin- 
“cingly, that he would never do something 
and, when the time came, genially step 
aside and do it. So, perhaps, with star 
wars. As part of his latest arms-control 
proposal, Mr Reagan has now offered to 
delay deployment of space-based de- 
fences for five years, of even seven. 

He set out this new position in his 
answer, sent in late July, to a letter he 
received from Mr Mikhail Gorbachev in 
June. That June letter softened the previ- 
ous Soviet demand for America to aban- 
don star wars, whose official name is the 
Strategic Defence Initiative, altogether. 
Instead, it proposed extending the 1972 
anti-ballistic-missile (ABM) treaty for “at 
least” 15 years. Most people read the 

_treaty as permitting research on, but not 
testing or deployment of, most of the 
new-style defences envisaged in the SDI. 
So both sides now seem to accept that 
‘ome kinds of anti-missile systems 

anned by the 1972 treaty will eventually 
be built. They are arguing only about how 
long the building might be put off. 

But Mr Reagan’s new offer proposed a 
time span and other qualifications that 
will probably earn it a cool reception in 

{ Moscow. The 1972 treaty is at. present of 

e indefinite duration, but either side may 
cancel it on six months’ notice. Mr Rea- 
gan proposed to extend this period of 
notice to five years, or to seven if there is 
agreement to cut the long-range arsenals 
tg extremely low levels. 

The ground for Russian suspicion 
about this is that if America signed a new 
deal and then promptly said it was cancel- 
ling the ABM treaty, its star-wars hands 
would remain as untied as they are now. 
The Americans could not, however hard 
they try, deploy many of the new systems 
they are tinkering with in less than seven 
years. 


The other big obstacle is that Mr Rea- 
gan’s offer seems to be tied to a require- 
ment that Russia should accept the Amer- 
icans’ “liberal interpretation” of the 1972 
treaty. This would permit testing and 
even development of defensive weapons. 
Thus either side could go ahead with 
work on new ABM gadgetry, merely giving 
notice when it reckons it is about seven 
years away from fielding a real system. 
This, too, would mean that there was 
almost no binding restriction on Ameri- 
ca’s star-wars programme. 

The American offer has two purposes. 
One is to bring about a Reagan-Gorba- 
chev summit meeting at the end of this 
year. Both men want one, but both know 
that while last November's cosy getting- 
to-know-you session was good enough for 
a first meeting, the second must produce 
something of substance. Neither wants to 
leave himself open to the charge of scup- 
pering the summit by making it impossi- 
ble to shape a deal beforehand. 

The Americans’ second purpose is to 
ease the pressure on them from their 
European allies. Even the British govern- 
ment, which agrees that Mr Reagan’s 
hard line on star wars is what induced the 
Russians to negotiate seriously, believes 
that he has got all the mileage he can out 
of being adamant. Most Europeans think 
Mr Reagan must now make some com- 
promises if he is to get the deep cuts in 
long-range nuclear weapons that both 
they and the United States want. 

Mr Reagan’s letter addresses the weap- 
ons cuts ever so gently. He repeats his 
proposal to eliminate all intermediate- 
range missiles, as well as his offer of a 
50% cut in strategic weapons. He now 
also says he will talk about linking nuclear 
tests, which Russia says it wants to ban 
entirely, to cuts in long-range weapons. 

This package may interest the Rus- 
sians, who say they will refuse deep cuts 
in missiles until they can get a bit of 
restraint on new defensive systems. The 
American offer to delay defensive sys- 
tgms, and at the same time gradually to 
cut offensive systems, might make the 
Geneva talks easier. 
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The main discussion in the next round — 
of those talks will be about numbers and 
definitions. Although both sides have 
offered “50% cuts”, they have different — 
ideas about®what should be cut. The © 
Americans would like to count only long- — 
range ballistic missiles and bombers. A 
50% cut in these would leave about 5,000 
warheads on each side. os 

The Americans also want to limit the — 
total payloads that the missiles can carry. 
They suggest a level that is about 50% 
higher than the pregent American pay- 
load total but only about half the Soviet 
one. The Americans hawe also proposed 
banning mobile land-based missiles, be- _ 
cause it is so difficult to find out how — 
many the other side has. The Russians 























A future plough-share? 


want to include sea-launched cruise mis- 
siles in the counting, and they suggest a 
limit of 8,000 warheads for each side. a 
It complicates things to bring in sea- 
launched cruise missiles. The Americans 
plan to build around 4,000 of them. Most 
of them will carry conventional warheads, — 
and the Americans will resist counting e 
them as if they were nuclear. Counting 
them would, naturally, suit the Russians, 
who have deployed fewer than 200 long- 
range cruise missiles themselves. ; 
Whether big or small, simple cuts in 
numbers do not necessafily make the 
nuclear balance safer. That canebe done 
only by an agreement that would prevent | 
either side from being able to dyer a 
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Diplomacy by touch and feel 


FROM OUR MOSCOW AND PEKING CORRESPONDENTS 


Mikha& Gorbachev set out this week to 
balance his by now familiar charm offen- 
sive in the West with an attempt to win 
friends in the Eat. He used his first visit 
to Russia’s Far East port of Vladivostok 
on July 28th to proclaim his desire to 
imprave relations with just about every 
country in Asia and around the Pacific, 
from Tonga to Nepal. Bu®his real target 
was China, and this time his aim was not 
too far from the mark. 

Government-to-government feelings 
between the two neighbours have 
warmed enough over the past five years 
for trade and cultural contacts to flour- 
ish. Soviet advisers have returned to 
China for the first time since Khru- 
shchev, miffed by the upstart Mao Ze- 
dong, cut off aid in 1960. Since he 
became party leader last year, Mr Gor- 
bachev has been positively beaming at 
China, in the hope that his smile might 
melt the ice that still freezes out more 
party-to-party cosiness. 

So far, however, the Chinese have 
stuck to their insistence that, if relations 
are really to improve, the Russians must 
first remove at least one of three obsta- 
cles: their occupation of Afghanistan, 


knock-out “first strike” that would leave 
it unable to counter-attack. Earlier 
American proposals to cut heavy land- 
based missiles rather than submarine- 
launched ballistic missiles and cruise mis- 
siles would have improved stability. But 
Russia rejected them because they would 
have required it to make larger cuts than 
the United States. 

Both America and Russia are now 
mesmerised by the search for a deal that 
will allow the summit meeting to go 
ahead. It is highly unlikely that a complex 
nuclear-weapons treaty can be hammered 
out in time. The best that can be expected 
is an outline agreement like the one made 
between Mr Gerald Ford and Leonid 


Brezhnev in their 1974 Vladivostok meet- + 


ing. The SALT-2 treaty was built around 
it—five years later. Mr Reagan’s star- 
wars concession, however little it formal- 
ly offers, may provide the chance for a 
repeat performance. 


South Africa 
Go away, Geoffrey 


FROM OUR SOUTH AFRICA CORRESPONDENT 


It looked a forlorn mission to begin with, 
but Sir Geofffey Howe cannot have ex- 
pected quite the public brush-off which 
President P. W. Botha gave him when he 
left Pretoria on July 29th at the end of his 
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their support for Vietnam's occupation 
of Kampuchea, and their troop build-up 
on the Russian-Chinese border. 

Officials in Peking quickly brushed 
aside Mr Gorbachev’s announcement 
that he was pulling six Soviet regiments 
out of Afghanistan (about 6,000 men out 
of a total contingent of around 120,000). 
But the Chinese were less dismissive of 
his announcement that talks are being 
held about the withdrawal of a “‘consid- 
erable number” of Soviet troops from 
Mongolia (where the Russians have up 
to 75,000 men). A partial withdrawal 
from Mongolia would not greatly reduce 
the threat to China from the 470,000- 
plus Soviet troops permanently stationed 
along its border; but this is the first time 
that a Russian leader has even acknowl- 
edged that the Chinese have grounds to 
worry about border security. 

Mr Gorbachev was moved to lyricism 
in a city from which, he pointed out, 
Russians could “reach out a hand and 
touch” China. But the Chinese are un- 
likely to clasp the velvet glove of friend- 
ship proffered in Vladivostok, or the 
offer of a new conference to discuss arms 
control in the Pacific, until the Russian 


southern African safari. Mrs Thatcher— 
and, for that matter, President Reagan 
(see page 28)—have been soaking up a lot 
of unpleasant criticism at home for not 
supporting sanctions against South Afri- 
ca. They probably felt that Mr Botha 
owed them something. 

Indeed, the staunchness of Mr Rea- 
gan’s anti-sanctions speech on July 22nd 
was meant partly to reassure his British 
friends that he would not pre-empt Sir 
Geoffrey by slapping on extra sanctions 
without seeing if the British foreign minis- 
ter could squeeze a concession or two out 
of Mr Botha first. So far, Sir Geoffrey’s 
reward has been an Afrikaner flea in the 
ear—he was told off for “threatening” 
South Africa—but not the slightest hint of 
any concessions to bring back and wave at 
the pro-sanctions lobbies in Britain and 
America. 

Sir Geoffrey’s biggest hope was to get 
Mr Nelson Mandela released, his African 
National Congress unbanned, and negoti- 
ations between them and Mr Botha start- 
ed. On all those scores, he met an out- 
right no. “You won't force South 
Africans to commit national suicide,” Mr 
Botha admonished. He made it clear, 
instead, that he would now press on with 
his own limited reforms by negotiating 
with blacks (other than Mr Mandela and 
the ANC), through a newly-established 
national council. Mr Botha will refine the 
details of this plan at a special congress of 


leader puts some deeds behind his 
words. 

As an earnest or good intent, the chief 
Soviet negotiator at the Soviet-Ameri- 
can arms-control talks in Geneva, Mr 
Viktor Karpov, recently spent several 
days in Peking to brief the Chinese, for 
the first time ever, on what the Russians 
were talking to the Americans about. 
For good measure, Mr Gorbachev also 
sounded ready this week to compromise 
on the disputed Amur River border with 
China, and offered to train Chinese 
astronauts for Soviet space flights. 

Mr Gorbachev was not just being 
good-neighbourly. The Soviet Union has 
long feared that the Americans, the 
Japanese and the Chinese may gang up 
to oppose Russia in Asia and the Pacific. 
Previous Soviet hostility towards China 
and Japan in the 1970s had merely 
threatened to make the Soviet nightmare 
a reality. 

Mr Gorbachev has set out to undo his 
predecessors’ past mistakes. If he could 
strike a deal with China, it would be his 
first real foreign policy success. That is ° 
unlikely to happen soon. Even if Mr 
Gorbachev does what he says he will do, 
and starts thinning out his troops in 
Afghanistan and Mongolia, the Soviet 
Union will still be the only big threat to 
China’s security. - 


his National party to be held in Durban 
on August 12th. 

But which blacks will he find? Only 
those who help administer the apartheid 
system are willing to join these negotia- 
tions. Mr Botha would like to embrace 
the influential Zulu leader, Mr Mango- 
suthu Buthelezi, but the wily chief is 
unlikely to agree unless Mr Mandela is let 
out. Mr Botha seems undeterred. “There 





Botha’s big bark . . . 
THE ECONOMIST AUGUST 2 1986 


"rE ERE i : z> 
. 


INTERNATIONAL, 


are enough authentic and representative 
leaders in this country for us to iron out a 
new dispensation,” he declared, going on 
to predict that South Africa would yet 
show other “multi-cultural societies” the 
way to peaceful coexistence. 

Where does this leave Britain and 
America? When Sir Geoffrey has finished 
wiping egg off his chin, he and even Mrs 
Thatcher, the most convinced opponent 
of sanctions, may accept that some extra 
“measures”, as the British prime minister 
prefers to call them, may have to be 
imposed. A committee of Common- 
wealth leaders, who have already been 
growling at Mrs Thatcher, meets in Lon- 
don on August 3rd. 

Mr Reagan’s stand against more sanc- 
tions now looks even more likely than 
Mrs Thatcher’s to be broken. Many Re- 
publican Senators now disagree with him 
over South Africa. The Senate might well 
‘sss a sanctions bill with the two-thirds 

ajority that would make it immune to a 
presidential veto. The EEC is to meet in 
September to hear from Sir Geoffrey. It, 
too, will probably call for additional sanc- 
tions. It will be awkward for Britain to be 
the odd one out. 

White South Africa, on the whole, was 
cock-a-hoop about Mr’ Reagan’s speech 
and is delighted by Mrs Thatcher’s deter- 
mination. But its leaders know that more 
sanctions are coming. The country is 
already adjusting for a siege economy. 
Indeed, the government almost seems to 
welcome the prospect. At least there will 
be less uncertainty. Mr Botha has said 
repeatedly that the threat of sanctions is 
worse than the reality. 

His latest calculation is that even if 
South Africa’s main trading partners— 
Britain, the United States and West Ger- 





many—have to impose a further range of 
sanctions soon, they will not inflict any- 
thing that South Africa cannot live with. 
He reckons that, to begin with, these 
extra sanctions will be limited, selective 
and survivable. 

More important, he thinks they may 
well help him politically. They may en- 
able him to heal the deep divisions be- 





FROM OUR LEVANT CORRESPONDENT 


Back in 1959, when Mr Yasser Arafat 
formed what later became the core of the 
Palestine Liberation Organisation, he 
was a fairly successful building contrac- 
tor in Kuwait. His business skills have 
not deserted him. Indeed, they are one 
of the main reasons for his survival. Mr 
Arafat is being assailed not just by 
Israelis but also by King Hussein of 
Jordan and President Assad of Syria, 
both of whom want to dump him, But Mr 
Arafat controls money: a lot of it. So 
long as he retains that control, he will be 
hard to dislodge. 

For sure, the Gulf recession is bad for 
the PLO bank account. The balance is 
probably much less healthy than it was, 
and if the Saudis really took a dislike to 
Mr Arafat they could make things finan- 
cially disagreeable. But Mr Arafat has 
been astute. The PLO’s fund still adds up 
to many billions of dollars. More impor- 
tant, Mr Arafat is probably the only man 
who really controls it. In fact, he controls 
two funds. The more visible is the PLO’s 
official Palestine National Fund (PNF). 
The much more lucrative fund, however, 
belongs to Fatah, by far the largest of the 
eight Palestinian groups under the PLO 
umbrella and the one Mr Arafat helped 
to found 27 years ago. 

About the national fund, the PLO is 
happy to let out quite a bit of detail. The 
biggest part of its yearly income is the 
$125-150m it earns on its investments of 
$1.6-plus billion. Despite occasional re- 
ports that Saudi Arabia is reducing or 
has even stopped its contribution, it still 
pays nearly $87m a year. Add the PLO tax 
on Palestinians in the Gulf, which last 
year yielded $10m from the Emirates 
and $5m from Kuwait, then throw in 
various voluntary hand-outs of $10-15m 
a year, and the result is an annual income 
for the PNF of around $250m. 

The PLO’s official budget claims to 
spell out expenditure but does not item- 
ise income. Official outgoings are 
$190m, thus suggesting that the national 
fund is in the black. Anybody close to 
the PLO, however, knows that it is not. 
An informed guess is that the fund 
spends about $300m a year, around a 
third of which is spent by the PLO’s 
military wing. The rest pays for adminis- 
tration (the PLO has more diplomatic 
offices than Israel does), health, welfare, 
education and whatever help can be 





Old Moneybags’s secret.strength 


tween Afrikaners by calling on everybody 
to close ranks in the face of threats to 
national survival. Like Rhodesia’s Mr Ian 
Smith, he could argue for more authori- 
tarian controls, particularly of 


and the law, on the grourf that the 


country was at economic war. He could 


ride a wave of whitespatriptic fervour as 
South Africa survives the first small rip- 


funnelled to Palestinians on the Israeli- 
ruled West Bank. The national fund 
probably runs an annual deficit of $30- 
$60m 


That is enough to worry its accoun- 
tants—but not Mr Arafat. His real finan- 
cial strength is not the PLO’s national 
fund but Fatah’s separate pile, which is 
much more hush-hush ang a good deal 
bigger. The PLO leader began salting 
money away in the Fatah fund as soon as 
he had any to spare. “Old Mr Money- 
bags”, as the smaller groups in the PLO 
call Mr Arafat, has long given careful 
attention to amassing wealth. A mark of 
far-sighted realism, say friends; a sign of 
cynicism and greed, say his enemies. The 
result, at any rate, is that even in bad 
times the Fatah fund gives Mr Arafat a 
solid financial base from which to dis- 
pense patronage and keep the circus 
going. 

There is probably about $7-8 billion in 
the Fatah fund. A few full-time officials, 
who are occasionally accused of putting 
their hands in the till, actually run it. 
Like the national fund, Fatah’s fund 
receives contributions from Arab gov- 
ernments which either want to show 
goodwill or feel they must pay the PLO 
for protection against their own enemies 
or from the PLO itself. 

The Fatah fund has become a huge 
international business spread widely 
through the third world, from Africa to 
Thailand. It probably owns up to 40 big 
companies, with interests in farms, for- 
estry, fishing, airlines (its money helped 
set up an airline in the Maldive Islands) 

and especially in shipping. The Fatah 
financiers have probably profited hand- 
somely from the arms trade. There have 
been whispers of drug-dealing. 

When politics and the oil price con- 
spire against Mr Arafat, as they are 
doing today, the PLO’s national fund 
looks a bit rocky. But the Fatah fund, 
because it is big and diverse enough to 
weather pretty well any economic storm, 
will keep Mr Arafat and Fatah going 
strong. And when Arabs, inside or out- 
side the PLO, consider trying to remove 
him, they have to reflect on the difficul- 
ties of dislodging a proven survivor who 
not only seems to hold the affection of a 
great many Palestinians, buf also holds 
in his own pocket the key to an ovesflow- 
ing treasury. > 
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ure of the company. 

_ Just the sort of success one 

likes to see in a centenary year. 

Gottlieb Daimler and Karl 

Benz, our founding fathers who 

gay ‘their names to our com- 


-and the motor vehicle to. 
a world, would have hana 


eer . heartedly. 


Sales (in millions of DM, 52,409 
18,709 
Foreign 33,700 
Cars 

Commercial Vehicles 
Added Group Activities 
Others | 


27,469 
19,582 
3,204 
2,154 

_ Car Production (units) 541,039 

: Commercial ehicle 

220,213 
231,077 


186,652 
44,425 


Personnel Expenses. -13,657 


Gn millions of D 


Fixed and Financial Assets 10,209 
Investments 5643 
Depreciation Expenses 3,275 
Cash 11,613 
Stockholder’s Equity 9,769 
Basic Share Capital 1,699 
‘Taxes on Income and on 

Net Assets 4g 41 
Net Income 1,682 


Dimensions. 


A century of experience in 
the automotive industry pro- 
vides a sound basis on which to 
face new challenges. The acqui- 
sition of all shares of Motoren- 
und Turbinen-l Union 


effects. 


New Growth Potential 
in HighTech. 


company aed of peste! byehan . 


its future. oe at me, 


In the long term, 


sider the creative | 


opportunity for technical pro- . 
gress, economic growth and 
thus the creation of new jobs. 

We are confident that this 
is the way to strengthen our 
PA in the markets of the 
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ples of the global onslaught. Hence Mr 
Botha’s rude dismissal of Sir Geoffrey. 
What South African businessmen are 
still pondering, however, is the likely 
*effect of the serious, comprehensive sanc- 
tions which*might be applied in the fu- 
ture. For the moment, Mr Botha knows 
that he need got fear sanctions at that 
level. Like politicians in’a pickle the 
world over, he is preferring to think 
short-term. And in the short term he can 
handle the sanctions that are probably 
coming—and turn them to his advantage. 


The trident and 
the sword 


FROM OUR INDIA CORRESPONDENT 


The riots in Delhi on July 26th, in which 
five people were killed, could have been 
worse. Some Indians feared a repeat of 
the violence that followed the shooting of 
Indira Gandhi in November 1984, when 





Heavy money slows them down 


FROM OUR SPECIAL CORRESPONDENT IN MONROVIA 


Hand over an American dollar and get 
back five quarters. It sounds like fairy- 
land, but unfortuffately it is Liberia. Of 
all the tribulations of the original neo- 
colony (founded 1847), the confusion of 
its currency is the oddest. 

While the rest of black Africa was 
attaining independence and inventing 
improbably-named currencies, Liberia 
remained stably under the dollar stan- 
dard that it had adopted at its founda- 
tion. The paper money was green- 
backs—Federal Reserve notes, which 
Liberia got from the United States in 
exchange for goods and services. The 
Liberian government has long issued its 
own distinctive nickels, dimes and quar- 
ters. In the 1970s, short of cash, it began 
issuing one-dollar coins. 

Now Liberia issues huge $5 coins, and 





greenbacks are so rare that they fetch a 
premium of about 25%. This is the result 
of political revolution. Until 1980 Libe- 
ria’s government was run by the 3% of 
the population known as Americo-Libe- 
rians—descéndants of the freed Ameri- 
can slaves for whom the nation was 
invented as a refuge. Six’ years ago 
indigenous Liberians seized power in a 
coup from which the American-trained 
Master-Sergeant Samuel Doe gorily 
emerged as leader. 

Colonialism, they said, was over: they 
shot the defeated president and his clos- 
est Americo-Liberian colleagues. To 
build their new nation—that is, to dou- 
ble army pay and build a Samuel Doe 
Stadium—tbey needed extra money. So 
they sent off to the Royal Mint in Britain 
for tfe new $5 coins, great septagonal 
chunks about twice the weight of a 


British 50-pence piece. Anybody who 
had greenbacks held on to them, hid 
them, exported them. Real American 
dollars were most welcome in neighbour- 
ing countries, most of all in the lively 
diamond-smuggling business of next- 
door Sierra Leone. In the entrepreneur- 
ial hands of West Africa’s ubiquitous 
Lebanese businessmen, the greenbacks 
flowed out as the coins came in. Bad 
money literally drove out good. 

Meanwhile, Liberia’s rubber and iron 
exports collapsed. The world shipping 
slump cut the business of Liberian regis- 
tration of vessels. The Liberians could 
not boost exports by devaluing their 
American dollars. They are now broke— 
so late in repaying what they owe to the 
International Monetary Fund and to 
America that they are disqualified for 
borrowing any more from either. 

The Americans are unwilling to bail 
out Mr Doe’s unsavoury regime, but 
need a friendly Liberia with a tolerable 
human-rights record, where they can 
maintain their West African air and 
communications bases. They have been 
twisting Mr Doe’s arm hard. In response 
he has declared himself civilian presi- 
dent, released his opponents from deten- 
tion and put in as ce minister Mr 
Robert Tubman, from the most impor- 
tant of the Americo-Liberian families 
whose leaders Mr Doe executed. In 
exchange the Americans are providing 
Liberia with just enough cash to pay the 
interest on what it owes them. 

But the Liberian government needs 
money at home too, and about all it has 
are its coins. It imported $30m-worth of 
$5-coins in April and has since released 
$12m-worth of them. But that is not 
enough. The government is up to three 
months in arrears in paying some civil 
servants. University lecturers have been 
demonstrating in the streets, while the 
minister of education pleads with the 
central bank to release enough coin from 
the $18m still in its vaults to pay them. 
Central bankers elsewhere, frantically 
trying to measure money supply in an era 
of innovatory forms of credit, might feel 
some nostalgia for a regime where cash e 
clinks and has to be carried in sacks. 





Hindus killed around 3,000 Sikhs. This 
time, when the Hindus attacked in retali- 
ation for a particularly brutal massacre, 
the Sikhs were ready, and the govern- 
ment quickly moved in the army. 

The trouble started just as Punjab’s 
police force and government were begin- 
ning to think they had terrorism on the 
run. On July 25th, six Sikhs stopped a 
bus, showed the Sikhs off, and shot at the 
Hindus, killing 15 people. This gruesome 
attack—reminiscent of the train massa- 
cres during partition—was presumably 
intended to incite Hindus outside Punjab 
to kill Sikhs, driving more Sikhs to Pun- 
jab and making the terrorists’ dream of a 
separate state look more realistic. 

The ploy worked—in reverse, at first. 
In West Delhi, around 1,200 Hindu Pun- 
jabis who fled their state started camping 
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in temples. Two extremist Hindu organi- 
sations, the Hindu Manch (Front), which 
is linked to the respectable Bharatiya 
Janata party, and the Shiv Sena (Shiva’s 
Army), have been preparing their forces. 
Young recruits are taking oaths to protec’ ` 
the Hindu faith; Shiva’s symbol, a trident 
is being sold to them at a 400% mark-up. 

Processions in West Delhi led by Hin- 
dus turned violent after the massacre. As 
in 1984, the protestors had lists of Sikh 
houses and shops which they attacked and 
burned. But the riots were not as well ' 
organised as the last round, which, by » 
most reliable accounts, had the backing of 
some top politicians in Mr Rajiv Gandhi's 
Congress party. 

The Sikhs, who make up 8% of Delhi’s 
population, were expecting trouble. Two 
years ago, they took their punishment 
passively. This time, they were out on the 
streets with their swords—one of the 
symbols of the Sikh faith, but with a 
cutting edge as well—to match the Hindu 
tridents. 

In many areas, the largely Hindu- 
staffed police sat back and watched the 
Hindus attack. In 1984, the government 
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ist ae a lot of terrorists— 
anks to Mr Julio Ribeiro, an 
ian who four months ago was 
arge of Punjab’s police. Since his 
it, the security forces have 
of India’s most wanted terrorists 
arrested 600 other suspects. 

e central government seems to have 
given up trying to implement last year’s 
greement with Punjab’s state govern- 
ment. The first stage, placing. Chandi- 
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rian killing inside. Punjab 

e If politics won’t work, better 

n policing seems at least a short-term 
answer. 


Cuba 


- Profit without 
honour 








A Mr Fidel Cato has been made to prac- 
tise what he preaches. Earlier this year he 
ne tried to persuade other Latin American 
countries to renege on their foreign debts, 
but continued to pay his own. Now he has 
suspended short-term payments to Cu- 
ba’s own commercial-bank creditors. The 
reason has less to do with ideology than 
vith Cuba’s economic mess. 
_.. Cuba stopped paying its medium- and 
long-term debt on July Ist. Last week’s 
sion to. suspend short-term payments 
well cause a lot of western banks 
to freeze credits to Cuba, Mr Castro has 
been trying to get $300m in new money 
‘from the banks, down from his original 
request of $500m. The Suspension will 
jardly aid his request. 
Three things have gone wrong. The oil- 
‘price slump has cut profits from Cuba’s 
-re-export of thousands of barrels of subsi- 
dised Soviet oil. The depreciation of the 
dollars which Cuba earns by selling oil 
and- ‘sugar has made its non-dollar-de- 
minated imports from Western Europe 
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r crop, damaged by a hurri- 
ight, is about 1.5m tons 
vir Castro. reckons that all 
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foreign exchange in 1986. 


ore expensive. (Cuba is banned 


$600m in lost ; 


Mr Castro has started to grumble pub- 
licly that Cubans have been turning to 
capitalism. In a speech on June 28th, he 
explained why he had to close down the 
peasants’ “free market”: 

There was practically total free trade. Ev- 
eryone bought and sold. The co-operatives 
sold to enterprises they had no right to sell 
to. They would go into the town and sell to 
the people. There was real chaos. They 
showed less respect for the authorities. 
Many peasants became rich... Of most 
concern was the noticeable yearning for 

: money, the profit spirit, a spirit of enrich- 
ment, which was really invading our work- 
ing class. This really worried us, for if there 
is one thing we must keep pure, it is our 
working class. 

Mr Castro apparently sees no contra- 


President Hosni Mubarak is in trouble. His country is running out : 
Opposition from the religious right and the secula 
e peace treaty with Israel continues to prevent Egypt 
from recovering its place at the head of the Arab world. The government. 
raid to lift the devastatingly expensive subsidies on food for fear 
that people might riot, and in the spring Egypt's anti-riot | policemen 
themseives rioted. Our special correspondent reports from Cairo 


foreign exchange. 
left is growing. Thi 





The astonishing thing about Egypt is not 
that the economy is threatening to col- 
lapse but that most people in high places 
seem to think the government will some- 


-how muddle through. The need for radi- 


cal economic reform is painfully clear, but 
there is no sign that it will happen. The 
prospect that Egypts main sources of 
foreign exchange—oil, money sent home 
by its citizens working abroad and tour- 
ism—will dry up does not yet appear to be 
concentrating minds. 


This year Egypt is suffering the fate of 


all debt-burdened oil-exporters (see chart 
on next page). Its foreign-currency earn- 
ings have tumbled. A country that al- 
ready spends 35% of its current-account 
inflows on servicing foreign debt will 
sorely miss every cent of them. The 
economic strain is so acute that soon it 
will no longer matter whether the govern- 
pent cuts subsidies on food, with the 
result that people can no longer eat cheap 
bread. Hard CHIFENGY: is getting so short 


A people wandering 
| into the wilderness 


of Mr Castro in the official ne sf 
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Granma on May 2nd was apa 
photograph of a skull and crossbo 
Granma’s edition of July 4th w: 
twice, the truncated headline said “ 
Castro” (Down with Castro). | 
dences? At a pinch, perhaps. Buts 
people noticed that Mr Castro felt ot 
to laugh them off in a speech about 












































that Egypt may be unable to buy enough 
bread-making grain to feed people at all. 
In March Egypt’s main. crude-oil r 
port, Suez Blend, was selling at 
barrel, nearly 50% lower tha 
months before. But by the end 
month it had tumbled to only 
Hoping the price collapse might be 
porary, the government cut oil 
too, from an average of around 900 
barrels a day last year to 753,00 yin 
aha i the gi so alow it mi 
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Success, like adversity, presents 
special challenges. For Heinz in fiscal 
1986, the principal challenge was a 


we have done time and time again, a 


isca 1986 is our 22nd consecutive 
» "year of new records for soles, earnings 
4.) ond earnings per share. This is a most 
“atiractivelbackground against which to 
Vn consider the im 3 of a century-old 
zy T turning point, the foreign operations 
$~- lL thot hovešp ripple-fashion as the 

e < traceable consequence of a single sale 

` “Yndde in 19-century London. 

À à „These toreign operations function 
Wi under a Ah degree of local autonomy. 
M Æ Theysgive Heinz o series of solid 
_ “ts: faundations around the world in the 

form of companies perceived not as 
outposts of an empire headquartered 
for away, but as ay serbia potent 
and seine forces for good in their 
various home markets. 

The results for fiscal 1986 leod us to 
one sure conclusion: carefully 
cultivoted, success breeds more and 
more success, 

That this is true con be seen in a 
guey review of the past decade. During 

t time, our profits, which help 
to fuel our marketing mechanism, 
almost tripled, while our gross profit 
margin in relation to net sales escalated 
by 34%. In the latter half of the decade. 
our morket capitalization more than 
tripled ond total return to shareholders 
— the sum of reinvested dividends and 
appreciation in the price of the stock — 
more than quintupled. 

At the stort of calendar 1986, the 
adjusted price of one share of Heinz 
stock was just over four times the price 
at the start of calendar 1981. 

A good portion of the credit for this 
aiara must be directed to the 
managers of our subsidiary companies, 

have hewed to the guidelines set 
` forth by World Headquarters. They 
have made an indispensable 
contribution to the new culture 
embodied in our low-cost-operator 


approach, 
Another ee of the credit for our 
success can be traced to a policy of 


substontial investment as we refuse to 
let funds lie idle when they could be put 
to profitable use. 

In marketing, for instonce, we have 
cut the bonds thot might restrain the 


welcome ong to improve once more. as 


sas Shay record of rising performance. 








Dr. A. J. F. O'Reilly, Chief Executive. 


Sales: 
$4,366, 177,000 


Pre tax profits: 
$499,328,000 


After tax profits: 
$301,734,000 


Net Earnings up: 13.4% 
Earnings per Share up: 14% 


timid, for experience tells us that in this 
highly competitive business, to stand 
still ıs to lose ground. 

While recognizing the glomour that 
attends the introduction of successful 
new products, we know that we must 
not relax in defense of our established 
brands. The wisdom of this course wos 
proved once again when Heinz U.S.A. 
noted that its ketchup, a product more 
than 100 years old and sometimes 
seapeciad of being mature’, rose to 
new heights last year, bringing in more 
revenue thon ever before ond capturing 
more than halt of the morket for the 
first time in history 

At the some time, we recorded a 
massive outpouring of new products, 
distinguished by superior taste, 
convenience and nutrition. 

Another sizable portion of our 
investments went toward enlargement 
and improvement of the facilities that 














































_* CONTINUED GROWTH 
CENTENARY YEAR 


hove gen us the most efficient 
manutocturing capabilities in our 
history. Here again, as with our 
products, we may view the effort in 
terms of two categories: those now on 
line and those that are yet to come. 

In the former category, we have such 
developments os the construction of 
storage space to handle the growing 
needs of factories in Ohio, California, 
Italy and Zimbabwe. 

In the second of the two categories, 
entirely new factories were completed, 
under way or on the drawing boards in 
California, China, South Korea and 
Brozil. 

Beyond these, we concentrated on 
the outright purchase of existing 

usinesses, in whole or in port, in 
activity that has occeleroted ot Heinz in 
recent years. While we do not believe 
that acquisition is always the proper 
route to follow, we do ot if con 
take us quickly and economically into 
market sectors and geographical areas 
where our entry AONT atheewine be 
considerably more difficult. 

Certainly, the moves of the past 
decade have paid off well. For an 
expenditure of only $370 million, we 
were able to acquire companies whose 
current earnings contribution, if valued 
ot today's market multiples in the 15-18 
range, would have o value of more than 
$1 billion. In another mode of 
meosurement, every one of those 
dollars grew into $2.70 of current 
market value, Our ability to make these 
moves without the use of stock hos 
protected shareholders against dilution 
of their investment. 

We expect that some day in the not 
too distant pasty. tr Fa aite to 
report comparable results 
investments made in fiscal 1986, notably 
those thot involved such units as Cardio- 
Fitness Corporation, a logical extension 
of our capabilities in health-related 
operations; Frutsi Alimenticia, which 
takes us for the first time into Brozil, 

th America’s largest country; and 
South Korea, whose economic vitality is 
front-page news throughout the free 
won: 

Allin oll, we believe that we have 
faithfully advanced the vision displayed 
by the Founder of this company when 
he strode boldly through the door of a 
prestigious establishment on London's 
Piccadilly Stree! a century ago. 


Extracts from the statement to shareholders of H. J. Heinz Company by the Chairman, 
Henry Heinz Il and Chief Executive, Dr. A.J.F. O Reilly, for the year to May 1st 1986 
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ear Thanks to Bib year’ $ 
riots and anxiety over terrorism, official 
tourist receipts could fall by half this year. 
The unofficial effect will be even worse, 

because fewer tourists will mean fewer 
unrecorded imports of dollars, D-marks 

< cand the rest. Together with the cuts in oil 
“revenues and in remittances from abroad, 


- -of foreign exchang 
7 $i billion last ye: 


this adds up to a likely current-account | 


deficit of around $5 billion: in. 1986-87, 
well over $1 billion. more than that of the 
a previous year. Ea 

“oo [twill not be: easy to o bridge this gap. 
í Egypt is already (on conservative esti- 
mates) $32 billion in debt; foreign bank- 
= ers are worried about making new loans. 

The International Monetary Fund, whose 

seal of good housekeeping Egypt will 

need, is unimpressed with the govern- 
nent’s economic policies, though a 
teady stream of Egyptian ministers has 
been journeying to Washington with in- 
singly daring promises of the tough 
: gs they are about to do. American 
< aid, current y $2.4 billion a year, is un- 
likely to go up by very. much. If Egypt 
cannot borrow the money. it is unable to 
























slashing imports. Events ring already 
-< made a mockery of the five-year plan that 
<x is still the government’s official policy. 


ae . @ l ; 
< An opportunity missed 


_ Egypt's longer-term economic problem is 
-that the country has had high economic 










growth without real development. Since 
974, when President Anwar Sadat re- 
ted Nasser’s socialism and started his 
if the infitah (the opening), the 
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eting oil revenues brought higher living 
standards for many. That should have 
provided an opportunity to make eco- 
nomic reforms that in less favourable 
circumstances (such as today’s) were 
bound to become more painful and risky. 
The opportunity was squandered. : 

Yet some things have got better. There 
has been an influx of foreign banks and a 
surge of building. The country’s infra- 
structure has improved. Traffic in Cairo, 


e partly thanks to new flyovers, is less of a 


crawl than it was two or three years ago. 
Electricity is cut off less often; telephones 
work more often and an underground 
railway is boring its way under Cairo. 


_ America is spending huge sums—nearly a 


quarter of its non-military foreign aid 
budget—to improve the capital’s disgust- 
ingly inadequate sewer system. 

Outside Cairo, the pay of workers in 
the Gulf has transformed some villages, 
both in the fertile Delta and farther up 
the Nile. Villagers can buy television sets, 
videos, cars, better clothing, better 


| houses—and the means to plug some of 


the gaps in the public welfare system. As 
the Gulf workers begin to come home, 
though, the villages may face a sharp drop 
in their wealth. It will be felt all the more 
sharply because birth rates are astronom!- 
cally high (see box on next page). 

Mr Mubarak may then find himself 
pressed, and answers will not be easy to 
find. The infitah has given much of the 


new wealth to a small group of traders. 


who have invested little in domestic agri- 
culture or manufacturing. Much of the 
building boom has been speculative. The 
vaunted “free zones’’-—where companies 
were supposed to be attracted by looser 
rules on imports, remittance of dividends 
and tax holidays—have often become 
smuggling havens. The wheeler-dealers 
whose activities and vulgar opulence so 


tainted Sadat have continued to shift. 


chunks of their profits abroad. 
Mr Mubarak is aware of the dangers of 
this situation, even if many of his senior 
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bureaucrats do not seem to be. Ame 
is constantly nagging him to cutor.a 
Egypt’s food and fwel subsidies, 
chew up some $4 billion a year. Bu 
awareness has not ‘prompted an adeq 
response. 









What can be done? 
Last September Mr Mubarak appoi 
an academic, Mr Ali Lutfi, as his pr 
minister, with an essentially econor 
brief. The brief has not been followed 
through because the government has little 
cohesion. The seven biggest domestic 
ministries—finance, planning, economic 
affairs, supply, tourism, agriculture and 
industry—overlap with each other and 
with the prime minister’s office and: the 
presidency. None seems to be conscious 
that any co-ordinated policy exists. 
Officials talk of bringing in a properly 
unified devaluation of the wretchedly : 
fragmented exchange rate. The official 
rate is E£1.35 for $1, but the black market 
wobbles—to E£2.05 for $1 in March, upa 
shade to around E£2 today. They talk of 
trying to remove the distortions in agr 
culture, where highly subsidised crops, 
such as the ubiquitous birsan (clover), 
grown by the fellahin instead of fruit < 
vegetables that could be lucratively 
ported. They talk of letting the priv 
sector handle more of the country’ 
ports, but the harsh import restrictio: 
suddenly imposed, then relaxed, in J 
ary 1985 practically closed down the la 
part of the private sector that depends o 
imports. It has never fully recovered 
impetus.: 
The government—to give it $0 
due—has been stealthily trimming so 
of the subsidies. Petrol, whose. chea 
probably costs the government some $2 
billion a year in tax revenue, has gone i 
from 15 piastres a litre to 20-25 piastr 
The prices of flour and cigarettes have 
„more or less doubled in a year and a half. 
Electricity went up 37% in one Jerk las 
year, and has gone up again since; bift its 
price is still far below the cost of supply. 
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Bread prices have risen, but only by 
sleight-of-hand: the new 2-piastre loaf 
(which still costs 8 piastres to make) is a 
good deal less than twice the size of the 
‘old 1-piastre loaf. 

The IMF Will withhold any emergency 
or stand-by loan unless the government 
Slashes more gpbsidies. But nobody in 
government thipks it coriceivable that 
there will be any such slashing. Mr Mu- 
barak was shaken by the riots of Febru- 
ary, when the central security police took 
to the streets all over the country. They 
were protesting against a suggested in- 
crease in conscription from three to four 
years. Conscripts earn E£6-9 a month. 
They would be more upset than they were 
in riotous February if they had to pay 
more for their bread. 

One compromise would be to make 
ration cards, now available to 97% of the 
population, far more selective. The poor 
would be cushioned while the middle 
class and upwards would have to pay 
more. The left says this would strike at 
the heart of the Nasserist welfare state. 
The middle classes in the public sector— 


The baby machine 


The most striking thing about Egypt's 
population is not just that it is ballooning 
(at the present annual growth rate of 
2.7%, it should rise from 50m now to 
70m by the end of the century). The 
really odd thing is that Egyptians, grand 
or lowly, have made practically no at- 
tempt to do anything about the problem. 
As with the economy in general, “Allah 
will provide”. 

To be fair to Mr Mubarak, he has told 
Egyptians plainly that they should breed 
less. But a whole array of obstacles, 
ranging from the torpor of bureaucracy 
to the strength of tradition, makes mock 
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doctors, teachers, civil servants—say they 
are the ones who need the subsidies most. 

They have a point. A Cairo labourer 
can earn E£200 a month. A driver work- 
ing for a private or foreign company gets 
about the same; a secretary in a private 
company about E£300 a month; middle 
managers about E£1,500 a month, with 
income tax at that level about 20%. But a 
newly qualified doctor gets only E£S0 a 
month; a university-trained teacher 
slightly less. Even after ten years, doctors 
and graduate teachers get only about 
E£80 a month. 

In villages as well as towns, a man is 
expected to present his bride with gold 
jewellery worth about E£1,000. In the 
towns a man must raise another E£3,000- 
5,000 to get the flat that young people feel 
they must have before marriage. Try 
saving for that on E£50 a month when 
your brother’s or cousin's cheque from 
Abu Dhabi stops coming in. 

Because of this low professional pay, 
the welfare system is breaking down. 
National health, for instance, is technical- 
ly free. But nearly all doctors in village 


of the president's appeals. The national 
family planning council set up a year and 
a half ago has met only once. The health 
minister sounds, at best, lukewarm 
about taking vigorous action. The gov- 
ernment has been spending less than 
$3m a year on family planning, while 
American agencies alone have spent 
$61m on it in Egypt in the past eight 
years. Egypt has used less than a third of 
the $25m soft loan for population control 
it got in 1978; it may have to give back 
the unused portion. 

Tradition and religion obstruct family 
planning. Abortion is illegal, and sterili- 
sation is discouraged as “contrary to 
religious values”. The health minister, 
Dr Helmy Hadidi, has banned Depopro- 
vera, the contraceptive injection women 
need only once a quarter, although it is 
now medically acceptable. Religious 
fundamentalism, Christian as well as 
Muslim, resists all forms of birth control. 

So women still average nearly seven 
births each. Nearly half marry before 
they are 17. Nearly half the population is 
under 16. Almost all mothers want sons, 
and tend to breed on until they have 
several. Overcrowding torments the 
town-dwellers: some 7% of Cairenes, 
according to one recent survey, actually 
live in tombs. In the countryside, the 
average family holding has been 
squeezed down from seven acres to one. 

Not a glimpse of hope anywhere? The 
number of people using contraception 
has risen—from 24% in 1980 to perhaps 
a third today. But $10m worth of food is 
imported every day. 





clinics make sure that free treatment is so 
rough and cursory that, unless a villager is 
practically piastre-less, he goes to the 
same doctor's “private” (ie fee-paying) 
clinic after hours. In the towns, doctors 
try to multiply their official salaries by at 
least ten—through patients who go pri- 
vate because of the lousy free health 
service. Similarly, most teachers give pri- 
vate tuition (E£6 an hour is the going 
rate) after school hours. Private schools, 
often attached to fundamentalist 
mosques, have spread fast. 

Many civil servants are therefore doing 
non-jobs. ‘Waiting time” has increased 
to more than two years, but all students 
are guaranteed a job after graduation. 
When they get it, they often have to share 
a desk with at least one other pseudo- 
worker. They probably shuffle papers for 
two hours a day, then go off to do a real 
job—or two—elsewhere. The fake jobs- 
for-everybody guarantee is really a sort c^" 
dole. 

The immovability of this disguised wél- 
fare system sums up Egypt's difficulties. 
Two-thirds of heavy industry and manu- 
facturing is state-owned. Most of the 
worst graduates slide into the bureaucra- 
cy. The huge, soggy Nasserist pillow, 
which benefited a lot of deserving people 
when it was invented 30-odd years ago, 
has never been discarded. The infitah 
merely stuck a thin layer of self-serving 
go-getters on top of it. The infitah people 
are traders and middlemen and contrac- 
tors, but not industrialists or innovators. 
There is no basis for a creative capitalist 
society to grow out of Egypt's welfare- 
orientated and yet deeply class-conscious 
one. The pseudo-jobs-for-all philosophy 
means that duds are protected and talent 
finds it hard to thrust to the top. 


Will the ship sink? 

Mr Mubarak seems to think, as Egypt’: 
top dissident journalist put it, “‘so long a 
the ship is just afloat, it’s all right, you 
mustn't rock it”. But the waves threaten- 
ing to tip the helmsman overboard are 
growing bigger. 

Mr Mubarak himself is not unpopular. , 
Again and again, people say he is an 
honest, decent man—qualities, implicitly, « 
which people considered absent in his 
predecessor Sadat. Many Egyptians are 
grateful for Mubarak’s relative liberal- 
ism, after the authoritarian Nasser, who 
banned opposition outright, and the vain 
glorious Sadat. But the captain’s quality 
of decisive, ruthless getting-to-the-bot- 
tom-of-things is absent, and its absence is 
increasingly noticed by Egyptians. Mr 
Mubarak is by no means secure. 

Sudden change, if it comes, is most 
likely to come from the barracks. It is 
difficult to gauge opinion in the armed 
forces (which, excluding the 139,000 men 
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The hub of mullahdom 


FROM OUR SPECIAL 





TIN ASYUT 


Asyut, a town of some 300,000 people 
230 miles up the Nile from Cairo, is a 
hub of hot-blooded Muslim fundamen- 
talism and political twitchiness. Almost 
any drama in Cairo gets a sharp echo in 
Asyut—and sometimes, they say, Asyut 
is itself the drama’s catalyst. 

Gamal Abdel Nasser was born in a 
village across the river. The man who led 
the killers of Anwar Sadat in 1981 came 
from a few miles farther down the Nile. 
Two days after Sadat died an uprising in 
Asyut, planned in advance, left 100 peo- 
ple dead on the streets. This spring, 
when the central security police rioted in 
Cairo, their brothers in Asyut tried to 
follow suit, although their plans were 
nipped in the bud. 

But the rise of fundamentalism there 
has been striking, even for Asyut. Last 

ear an Islamic list made a clean sweep in 
its student elections. Later, after an 
unusually fierce contest among universi- 
ty staff, a fundamentalist sympathiser 
who had been imprisoned under Sadat 
became head of the teacher’s club. In 
March a student was stabbed for “talking 
to” a female student in public. In April a 
student trying to paste up fundamentalist 
posters was shot by a policeman. When 
he died a few days later, hundreds of 
students picketed the campus. The uni- 
versity was forced to close. 

Stirring fundamentalist preachers 
have been filling certain mosques. The 
authorities, determined to prevent them 
from taking over the main mosque, have 
had to deploy riot police there with 
water cannons and tear-gas at the ready. 
On some evenings the main fundamen- 
talist-dominated mosque is pulling 
crowds of more than 5,000. 

Does Asyut matter? In one sense, 
perhaps, it matters less than other towns 
because its large number of Copts 
(Christian Egyptians who follow their 
own ancient rite and doctrine) make it 
unrepresentative of urban Egypt. Copts 
make up a seventh of Egypt’s total 
population. But in Asyut they may be as 
much as 40%. Sectarian enthusiasm has 


in the paramilitary forces but including 
¢ the 225,000 conscripts, number 445,000 in 
all). Officers are mollycoddled. But there 
are certain to be ambitious colonels frus- 
trated by Mr Mubarak. 

Muslim fundamentalism, which many 
people thought had peaked two years 
ago, is rising again—in every slice of 
society, including the army. The rump of 
Nasserist socialism has become more as- 
sertive. Nasser himself was ferociously 
hostile to the fundamentalists, and they to 
him, but the new Nasserists are trying 
hard to make the two doctrines compati- 
ble. Yet it is hard, in any case, to weigh 
the strength of fundamentalism because it 
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been growing apace in both the town’s 
communities, the zeal of one arousing 
more in the other. The Copts are often 
distinctly paranoid. Especially in Asyut, 
there is a burgeoning Coptic fundamen- 
talism that simply stimulates the Muslim 
brand. Foreign missionaries say that 
Muslim fundamentalists sometimes 


shout “Dog!” as they walk down the 





street, 

But in two other senses Asyut does 
need to be taken seriously. Government 
officials, playing down the fundamental- 
ism, say it is merely a student phenome- 
non in a town that has a huge university. 
They are wrong. Many of the students 
have regular contact with the villages, 
where they are often respected for their 
learning. All of them undergo nearly 
three years’ army service. On the Asyut 
campus itself there are more than 30,000 
students; 16,000 more are studying at the 
university's branches in other Upper 
Egyptian towns on the Nile; and a new 
Saudi-financed Islamic university at As- 
yut, with at least 10,000 places, is due to 
open soon. Such huge numbers guaran- 


has several strands. 

The Muslim Brotherhood, under aging 
leaders, has been growing more respect- 
able. It has a clamorous handful of mem- 
bers of parliament who ask for more 
Islamic measures, but they are not as 
worrying for Mr Mubarak as the Muslim 
extremists known by the general phrase 
gamaat, meaning simply “the [Islamic] 
groups”. There are a number of them. 
They have a loose but effective national 
structure. Some, like the Islamic Jihad, 
which killed Sadat, have an underground 
with revolutionary cells (see above). 
Their very amorphousness makes them 
hard to break. 
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tee that the students’ attitudes have a 
powerful effect on the town. à 

The other notable aspect of Asyut’s 
fundamentalists is their flexible organi- 
sation, which makes it hardefor the 
government to know where to start hit- 
ting them. The Islamic structure has 
been described gs an anqud, Arabic for a 
bunch of grapes. Small sections operate 
more or less on their own: they can be 
identified and cut off with little hatm to 
the whole. In Asyut, as in other parts of 
Egypt, the fufdamentalists are referred 
to simply as the gamaat—the groups. 
Perhaps the most bloody and tightly 
organised group is Islamic Jihad, the one 
that killed President Sadat. 

Each militant mosque seems to devel- 
op an organisation, even a welfare sys- 
tem, of its own. There is evidently an 
informal understanding between differ- 
ent mosques, so that Islamic news from 
Alexandria is Nile-telegraphed in a flash 
to Asyut and Aswan. But Jt is the very 
amorphousness of the Islamic movement 
that makes it impossible for the govern- 
ment to control. 

The passions of the Asyut students 
your correspondent spoke to may sound 
stronger than those expressed elsewhere 
in Egypt, but they were not so very 
different. For instance, most of them 
insisted that Suleiman Khater, the po- 
liceman who, according to the govern- 
ment, hanged himself in his cell in March 
after being convicted of shooting seven 
Israeli tourists in Sinai, was killed “by 
the government”. Some even said he had 
been killed by Mossad, the Israeli intelli- 
gence service. But that was not just the 
conspiratorial view of naive students. 
Several older townspeople shared it. 

The Asyut crowds listening to funda- 
mentalist preachers include a lot of mid- 
die-aged as well as young people. Many 
taxi-drivers, it seems, play cassettes of 
the rousing addresses delivered by the 
blind Sheikh Omar Abdul Rahman. 
Fundamentalism may be particularly in- 
tense in Asyut; but its features are visi- 
ble, and growing, throughout Egypt. 
When the police rioted in Cairo in the 
spring, it was not just envy and anger 
that made them burn nightclubs and 


video shops. 


Perhaps most influential are the clus- 
ters of zealots spreading within individual 
mosques and often led by particular char- 
ismatic mullahs, such as Sheikh Hafez 
Salama and Sheikh Omar Abdul Rah- 
man. A kind of welfare system, with some 
housing and free clinics and schools 
(which teach more than just the Koran), 
is being spawned inside the mosques. 
These fundamentalists are fervently anti- 
American, anti-Israeli. They have no real 
economic policy, save that “Allah will 
provide” and other Muslim countries 
should rally round. If they took power, 
their religious beliefs would soonet or 
later lead Egypt into war with Israel. 
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The Second International Markstrat Competition was run from 
March to July 1986, involving 135 teams from 16 countries. The 
competition was based on the leading strategic marketing sim ulation, 
© MARKSTRAT, developed by Professors Jean-Claude Larréché of 
INSEAD and Hubert Gatignon of the University of Peptsyi Pia; 


The overall winners were: 7 
Essochemie BV: P., Evertse, E. Croufer, H. Overhoff. 
The winning teams in the different categories were: 
Midland Bank : P.J. Stevens, K. Adamson, K. Armsden, 
A | L. Jones, A. Massey, 
Reckitt and Coleman: A. McGowan, M. Noblet, M. Robinson, 
C. Ward, F. Young. 
P.A. Technology 1: A. Bud, M. Burwell, 
P.A. Technology 2. : C. Jenkin, M. Furlow, O. Fairclough. 
TÜV Bayern: W. Hauser, R. Schattner, H. Peters, 
H. Mannhaupt, C. Velho, | 


The competition is made possible by the generous financial and eee 
technical Suppo of oo 


DEC 3 
HEWLETT PACKARD 
ITT 
OLIVETTI 
: | SIEMENS . 
The je Competition allows management teams to learn about market- 
ing strategy in an international environment without leaving their 


. a offices. The next international competition will be held Starting in 


oes alan 1987. if you would like an entry form, send r b 
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Bee When the jecord. of the Reagan years 
comes to be written, a speech by Mr 
ri Malcolm Baldrige, the commerce secre- 
tary, in Tokyo on July 29th may be 
considered one: of its critical moments. 
The significance of that speech, in which 
Mr ‘Baldrige asked—begged—Japan to 
< -reduce its $55 billion trade surplus with 
-< America is, or should be, that it changed 
| he terms in which the politics of trade are 
discussed. Up to now, even astute politi- 
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more expensive overseas. At the same 
time, employment in “traditional” indus- 


tries——steel, textiles, cars—has declined. 
It was easy to assume that the one had 
caused the other. It was also easy to 
assume that the Democrats would seize 
on trade as an issue with which to recap- 
ture control of the Senate in November. 
Last year the Speaker of the House of 
Representatives, Mr Tip O'Neill, in- 
structed his Democratic troops to come 
up with an omnibus trade bill which, with 
substantial Republican support,. passed 


the House in May. Though some parts . porting the override atemp: and 


were designed to improve America’s 


competitiveness and. exports, the bill is 


essentially protectionist. It is thus unpop- 
ular with the administration, but evident- 
ly popular in those parts of the country 
whose economy has been most affected 


by the trade deficit. 


This has placed Senate Republicans in 


a dilemma. If they produce no trade bill 


at. all, they hand a ‘card to the Democrats. 

But any bill that would receive Democrat- 
ic approval in a House-Senate conference 
would be so protectionist that it would 
an embarrassing veto from the pres- 
. Increasingly, and despite the wish- 





E- of Mr Dole, who still wants-a bill, the 
“matter is likely to be decided by procrasti- 


that they can do so whi th ape 





nation. The Senate Finahice Comm 
which has jurisdiction ver trade 
bound up with tax reform thateve 
the best will in the world—and no 
members hve such will—it will 
cult to produce a bill before C 
pre-election recess. 
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take a number of southern textile-state 
Republicans with him. The administra- 
tion, as Mr Baldrige frankly said in To- 
kyo, is now seriously concerned that it 
Will lose the vote. 

Yet this Byzantine manoeuvring rests 
on an unfounded premise. Republicans 
are not going tg lose Senate seats on the 
trade issue, for,the simplé reason that 
those running in trade-sensitive seats are 
practical men. Republican Senators Mack 
Mattingly in Georgia and James Broyhill 
in North Carolina are both fighting in 
textile states. Both have a long record of 
protecting the industry. Representative 
Henson Moore, the Republican candi- 
date for the Senate in Louisiana, whose 
lumber industry has been hurt by Canadi- 
an competition, is made of similar mettle, 
and so it goes around the country. If 
politicians who wisle to be, or remain, 
senators think that their local economic 
situation demands that they be protec- 
tionist, protectionist they will be. 

While Republicans devote much time 
to contemplating what is unlikely to hap- 
pen, neither they, nor the Democrats, 
have yet grasped the real issue. Shortly 
put, the American trade deficit, and the 
protectionism it has engendered, runs the 
risk of polluting the country’s political 
relations with its allies. It is one thing, 
perhaps, for a populist like Republican 


Senator Alfonse D'Amato to accuse the 


Japanese of all manner of cheating, as he 
did in the Senate banking committee 
recently, or for labour leaders to do the 
same. It is another to hear senior busi- 
nessmen say that Japan needs American 
markets more than Arnerica needs Japan. 

Hitherto, the administration has been 
able to resist protectionist pressure by 
reminding American businessmen and 
politicians of the importance of Japanese 
political support. It is said that every time 
there is a demand for action against 
Japan, the State Department lobbies the 
other way. Where would Japan sell its 
products if America put up the shutters? 
Russia? What would a Japan cut off from 
American trade do politically? Would it 
become an independent force, perhaps a 
military one? 

Similar questions can be, and are, 
asked in relation to Europe. When the 
European Community acts collectively on 
trade matters, as it has recently done on 
agricultural products, it becomes a con- 
founded nuisance to American politicians 
threatened by protectionist sentiment. 
Yet if America takes countervailing ac- 
tion it runs the risk of undermining the 
communitaire spirit, perhaps the only 
guarantee that Europe will remain eco- 
nomically and Politically strong enough to 
join Anterica in resisting a Russian 
threat. 

It is in this context that Mr Baldrige’s 
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pleas in Tokyo must be placed. When he 
said that the problems between Japan and 
America might be solved by an all-out 
trade war, he meant it. When he claimed 
that “Japan has great power in the world 
economy but has not taken the responsi- 
bility that goes with that power’’, he was 
speaking as one who knows that there is a 
mood in America that wants to take that 
power away. The debate on trade should 
not now be about protecting textile work- 
ers in Durham, North Carolina. It should 
be about whether the economic, and thus 
political, ties that bind the west together 
can survive. 


South Africa 
Boers and contras 


WASHINGTON, DC 


The imperatives of the congressional 
timetable are turning American attention 
towards a comparison that the adminis- 
tration finds particularly odious—and ir- 
relevant. Within the next week or so, 





senators are likely to be debating Ameri- 
can policy towards both South Africa and 
Nicaragua. The juxtaposition of the two 
votes, if nothing else, is inspiring quite a 
few Americans to contrast and compare 
the one policy with the other. 

Against Nicaragua, a determined, and 
morally convinced, administration is 
dragging a reluctant majority in Congress 
in the direction of a surrogate war; 
against South Africa, a determined, and 
morally convinced, Congress is dragging 
a reluctant administration in the direction 
of economic sanctions. Public opinion, 
troubled by the violent oppression in 
South Africa, tends to believe that Con- 
gress, rather than the administration, has 
got its foreign-policy priorities straight. 
But with two weeks to go before the 
Senate recess in mid-August, the political 
tacticians are buried beneath complex 
and contradictory campaign plans, setting 
surprise amendment against threatenec 
filibuster, loyalty to party and colleague 
against gut belief. 

The feeble speech that President Rea- 
gan made about South Africa has back- 


The Harriman thesis 


Although Averell Harriman, who died 
on July 26th at the age of 94, was an 
exemplar of those Brahmins of the 
north-eastern establishment who moved 
over from business to help the govern- 
ment to govern, he was not one who did 
it with any thought of holding aloof from 
politics. He was a party man, a born 
Republican who changed to a Roosevelt 
Democrat more than half a century ago 
and never looked back. He loved the 
work of government and the life of 
politics with equal relish. 

This meant that besides playing a 





Statesman as much as politician 


WASHINGTON, DC 


distinguished part in the action, he 
joined vigorously in the argument and in 
doing so made valuable contributions to 
the public understanding of events. An 
example is the paper he submitted in 
1951 to the Senate committees which 
investigated the dismissal of General 
MacArthur. A model of the lucidity, the 
common sense and the painstaking argu- 
mentation that were typical of Harri- 
man, this disposed of the idea that a 
“sellout” by the western powers to Stalin 
at Yalta in 1945 was the cause of things 
having gone so wrong in eastern Europe 
and China. 

Harriman had been President Frank- 
lin Roosevelt's special envoy both to 
Churchill and to Stalin. He attended 
nearly every wartime summit meeting. 
He was ambassador to the Soviet Union 
in the fateful years that saw the defeat of 
Germany and the great estrangement 
between Moscow and Washington. 

What he witnessed made him prompt 
and emphatic in his warnings of the 
ominous evolution of Soviet policy. Dis- 
like and distrust of Soviet communism 
were constant with him, but in his mind 
they did not justify neglect of any oppor- 
tunity to seek a settled relationship. The 
Yalta agreements, he argued, were nec- 
essary and right. What was wrong was 
the Soviet failure to keep them; but, he 
concluded, it was by persisting in making 
every effort, during and after the war, to 
reach agreement with Russia “that we 
have firmly established our moral posi- 
tion before the world.” 
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ugar goes for gold 


fired in two ways. The open delight with 
which it was received by the South Afri- 
can government embarrassed the admin- 
istration, which began to mumble that 
perhaps it had not meant to say quite 
that. The speech has also stimulated Sen- 
ator Richard Lugar, the Republican 
chairman of the Foreign Relations Com- 
mittee, to draft his own set of economic 
sanctions. These are less sweeping than 
the total disinvestment proposed by the 
House of Representatives but more se- 
vere than anything the administration is 
prepared, willingly, to tolerate. 

Mr Reagan argues against sanctions on 
the ground that they would hurt those 
very South Africans that they are de- 
signed to help. Few black South African 
leaders accept that argument. And sever- 
al American commentators, including Mr 
Michael Kinsley, the editor of the New 
Republic, have pointed out the logical 
inconsistency of worrying delicately 
about measures that would make eco- 
nomic conditions rather worse, for a time, 
for South Africans while pursuing a guer- 
rilla war that is bound, and indeed intend- 
ed, to make conditions very much worse, 
for a time, for Nicaraguans. 

Mr Lugar’s measures, which he hoped 
to present to the Senate floor by July 31st, 
include a ban on imports of South African 
steel, uranium, cement and aluminium, 
and a freeze on the American bank ac- 
counts of government-controlled compa- 
nies and their employees. The committee 
proposals also include the suggestion, 
published in The Economist and now 
gathering a lot of momentum (including 
the interest of Bishop Desmond Tutu), 
that the president should be given author- 
ity to sell American gold reserves with the 
express purpose of driving down the price 
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of gold, South Africa’s major export. 

The Reagan administration is at a loss, 
and at odds with itself, over what to do 
about all this. It is reasonably comfort- 
able with a few of the proposals—the ban 
on the landing rights of South African 
Airways, for instance—but even on this it 
is waiting to see which way the British 
government will turn. In the meantime, 
and with a remarkable sense of ill timing, 
it has increased the rate of textile imports 
from South Africa. 


impeachment 


Here comes the 
judge 


As if Congress had not enough to do 
before the August recess, what with tax 
reform, South Africa and resoldering the 
Gramm-Rudman budget-cutter, it also 
has to organise the trial of a judge. Harry 
Claiborne, a federal district judge in 
Nevada, is in prison in Alabama serving 
the early stretch of a two-year sentence 
for tax evasion. He is the first federal 
judge to have been convicted while still 
on the bench; the first actually to go to 
prison while still on the bench; and the 
first to have the nerve to try to hold on to 
his job while in prison. He refuses to 
resign, although since his indictment al- 
most three years ago he has heard no 
cases; he keeps his secretary, his office, 
his title of “Your Honour” and his salary 
of $78,800 a year, fully intending to 
resume his practice as soon as he is out of 
clink. The only way to remove him is by 
impeachment and a trial in Congress. 

The machinery for impeachment ts 
rusty with disuse. Only 13 individuals 
have ever been tried in Congress and of 
these only four, all judges convicted for 
offences when off the bench, have been 
removed from office. The causes for 
impeachment (treason, bribery, high 
crimes and misdemeanours) were last 
explored and pored over in 1973, when it 
appeared that President Nixon would be 
tried by Congress; in the event, he re- 
signed before the process had got very 
far. 

On July 22nd the House of Representa- 
tives voted unanimously for Judge Clai- 
borne’s impeachment because of his con- 
viction, his tax evasion and his damage to 
the reputation of the federal judiciary. 
This last charge is the one that will 
probably catch him, as it caught the last 
judge to be impeached, Halsted Ritter, in 
1936. Broad claims of damage to the 
government and people are the essence of 
gmpeachment trials. 

The charges need to be carefully laid, 
because the process itself can be enor- 
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mously time-consuming. Judge Ritters . 


trial took a montlf, a trial in 1804, of a 
judge who was without doubt insane, 
took nearly a year. Once the trial is set, it 
has to be given priority over all othe» 
business in the Senate, where it is held. 
Testimony must be checked and witness- 
es cross-examined; in the Claiborne case 
these include’ casino owners, private de- 
tectives, ex-convicts and a brothel-keep- 
er, all of whom must somehow present 
their evidence so that all the senators can 
consider it.°The judge, by tradition, will 
be either the vice-president, Mr George 
Bush, or Mr Strom Thurmond in his 
capacity as president pro tempore of the 
Senate. The vote of two-thirds of those 
senators present at the time of voting will 
be needed to remove Judge Claiborne 
from office. Once he is removed, there is 
no appeal. r 

Judge Claiborne would do everybody a 
favour if he were to ga quietly now. He 
would give particular relief to Senator 
Paul Laxalt of Nevada, who does not 
really want the underside of his state 
examined before the full Senate. But the 
judge has a case to argue, that he has 
been victimised for being critical of the 
government. He wants his day in court, 
no matter how much it may delay the 
nation’s business. And even if he should 
change his mind, congressmen cannot put 
impeachment back in the cupboard; the 
chief federal judge for the southern dis- 
trict of Mississippi, convicted on perjury 
charges but free on appeal, wants an 
impeachment trial too if it comes to that. 


Georgia 


In Carter's shadow 


ATLANTA 


Not long after American bombers at- 
tacked Libya last April, a candidate in the 
Senate race in Georgia mounted a series 
of television commercials praising Mr 
Reagan’s action. Nothing remarkable 
about that, perhaps: except that the can- 
didate was a Democrat, Mr Hamilton 
Jordan, the former chief of staff to Jimmy 
Carter. Mr Carter had criticised the Liby- 
an raid, and Mr Jordan, realising that 
political damage had been done to his 
campaign by his former boss, was trying 
to make repairs. 

Mr Jordan stood Georgia politics on its, 
ear last December by announcing that he 
would seek the Democratic nomination 
for the seat now held by a Republican 
freshman, Mr Mack Mattingly. Only two 
months before, he had completed a debil- 
itating series of experiméntal treatments 
for cancer. When he made his announce- 
ment, his hair was only just beginning to 
grow back and his face was still swollen; 
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but he was, he insisted, in full remission 
and healthy, and his* campaigning since 
then has fot lacked energy. Mr Jordan’s 
hardest task has been to shed the playboy 
image he acquired at the end of the 
Carter term Swhen he was rude at parties, 
got divorced and was said to have tried 


cocaine. He hag made a point of keeping 
his second wife, Dorothy,’ and his two- 








Jordan improves his image 


year-old son, Hamilton Junior, close by 
his side in most campaign appearances. 

In any other state, Mr Jordan’s close 
association with Mr Carter might be polit- 
ically fatal; but Mr Carter is still modestly 
popular in his native Georgia. Several 
polls have indicated that the negative 
aspects of the connection, for Mr Jordan, 
are balanced by positive ones. Mr Jordan 
admits that Mr Carter gave him the name- 
recognition he needed for a late-starting 
campaign. On the other hand, on many 
issues, such as support for the Nicaraguan 
contras, his positions are more conserva- 
tive than those of his old boss. 

Mr Jordan’s preferred political mentor 
is Georgia’s immensely popular senior 
senator, Mr Sam Nunn. In an otherwise 
polite campaign, Mr Jordan’s only open 
attack on his Democratic opponent in the 
primary, Mr Wyche Fowler, is that Mr 
Fowler's voting record does not run close 
enough to Mr Nunn’s on military and 
foreign affairs. 

Mr Fowler, the congressman for Mr 
Andy Young's old seat in Atlanta, suffers 
a political handicap of his own: a reputa- 
tion as a liberal, earned over nine years of 
representing a predominantly black dis- 
trict. He has been at pains to show that he 
has shifted to the right. He emphasises his 
distrust of the Soviet Union and has 
called for strihgent anti-terrorist mea- 
sures at airports. In an early television 
commercial that was aired in Georgia’s 


* rural Bible belt, a child was shown ex- 
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plaining the pronunciation of Mr 
Fowler’s Christian name: ““Wyche, as in 
church”. 

The primary on August 12th is expect- 
ed to be close. The result will hinge on 
turnout. Mr Fowler should benefit from 
the lively contest in his old district, where 
a famous figure from the old civil rights 
days, Julian Bond, is leading the field. Mr 
Jordan is thought to have a slight edge in 
rural districts, where turnout tends to be 
proportionally higher than in the cities 
and the suburbs. Under Georgia law, the 
winner must capture an outright major- 
ity; if neither man does (there are two 
minor candidates in the primary who 
could complicate matters) there will be a 
runoff on September 2nd. 


Pensions 


Moving on 





Tumbling stockmarket prices on Wall 
Street have been a salutary reminder to 
the managers of many private pension 
funds for company employees that what 
goes up can come down. The same moral 
has come from the fall in interest rates. 
When shares were soaring, some compa- 
nies, finding their pension funds over- 
funded, won permission to wind up their 
schemes and recapture funds that they 
regarded as not needed to meet the 
obligations assumed when they had estab- 
lished defined-benefit pension schemes 
(see chart). Billions of dollars have been 
retrieved, often on the argument that 
they attracted hostile takeover bids, 
sometimes to invest them in expansion of 
the company itself. Under the sympathet- 
ic eye of the administration, many more 
are seeking to follow their example. 

In most instances a new pension 
scheme replaces the old, “overfunded”’ 
one. (No company is required to provide 
pensions for its workers, but, once it has 
done so, the obligation nearly always 
remains.) Critics complain that workers 


- suffer under the new schemes, but this 





Recaptured 


Amount taken back 
from private pension- 
fund plans for other uses 


82 83 64 


Source. Pension Benefit Guaranty Corporation 
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was not the conclusion of a report issued 
in April and commissioned by the De- 
partment of Labour; it contended that 
most employees are covered by successor 
plans, and that most of these give credit 
for past service, leaving the employee just 
as well off. Nobody denies, however, thaf 
where no new plan is offered employees 
do suffer. The report remarks cheerfully 
that these cases usually involve firms that 
have gone into liquidation or closed a 
plant. Presumably, in these circum- 
stances, the obligation is transferred to 
the federal Pension Benefit Guaranty 
Corporation—if it can shoulder it. Such 
heavy demands have been made on the 
corporation that it has succeeded in per- 
suading Congress and President Reagan 
to agree to raise the premium paid by 
firms from $2.60 for each worker to 
$8.50—in effect transferring the burden 
to the businesses that have, so far, been 
able to meet their obligations to thei 
workforces. 

A less complacent report was issued on 
July 27th by a special advisory council. It 
says that terminating pension plans has 
“unsettling” effects on both workers and 
pensioners and that new pension arrange- 
ments are often less generous than the 
ones they replace. The council recom- 
mends that companies be required to 
leave at least 20% of any excess assets in a 
fund, so that pensioners and employees 
would have a small share in the gains. It 
would also like firms to be allowed to 
withdraw surplus assets without first hav- 
ing to wind up the pension funds. The 
administration is already behind a pro- 
posal, buried in the tax-reform bill, that 
would place a 10% excise tax on any 
withdrawals. But it opposes more drastic 
measures, such as one that has been 
proposed in Congress; this would impose 
a year’s moratorium before any assets 
could be recaptured from a pension fund. 

The recapturing of such assets is not the 
only complaint against the private sys- 
tem. As workers become more mobile, 
making them wait ten years before they 
gain any rights in their pensions (called 
vesting) seems more and more unfair. A 
provision in the Senate version of the tax- 
reform bill (a provision that may not 
survive the conference with the House of 
Representatives) would reduce the vest- 
ing period to five years. 

The Senate bill would also end an 
unpleasant bit of trickery: the lumpings 
together of social-security benefits and 
private pensions. Not every firm engages 
in it, but where it prevails low-paid work- 
ers too often find that little of their 
pension remains once  social-security 
benefits have been deducted from it. The 
Senate bill would reduce the amount that 
could be withheld to 50% of the pension. 
It would also require coverage of at least 
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‘80% of a firm’s workforce, instead of 
56% as at present, or at least a fair cross- 
section of it. This is to guard against most 
of the pensions going to the upper crust. 
It seems little enough to require, given 
that the taxpayer subsidises private pen- 
sions to the tune of $39 billion a year. 
Pension schemes are not the only way a 
generous government allows Americans 
to pile up money for their declining years. 
Individual retirement accounts (IRAs) al- 
low people to put up to $2,000 away, tax- 
free, each year. The Senate would do 
away with this subsidy for anybody who 
can expect a private pension. 
Another tax-deferred savings plan, 
called 401(k), requires employers to 
match the contributions of their workers. 
The big drawback is that, to save money, 
you must have a fairly large income. One 
estimate, from the Employee Benefit Re- 
search Institute, is that over the next 40 
vears Only 27% of retired people will have 
ny assets in IRAs. The same is probably 

- «ue of 401(k) schemes. Yet these, which 
have allowed people to invest up to 
$30,000, cost the government $17 billion a 
year. Both the Senate and House bills 
would reduce the amount tucked away to 
$5,000 a year. 

Although most people still rely on their 
pensions for their retirement, that may 
not continue for long; old-age security is 
being rethought, especially by the smaller 
firms. Even large ones find the changes in 
government regulations as they affect 
pensions to be burdensome. Bankers 
Trust has introduced a personal allow- 
ance for each of its 8,000 workers, based 
upon salary, length of service and so on. 
They can choose whether they would like 
this money to be spent on life insurance, 
health care, extra holidays or child care. 
Bank of America has replaced its pension 
plan with what is called a cash-balance 
~stirement plan. It finds the costs more 

redictable and its employees like the 

ability to take their money with them if 

they move to another company. The bank 

promises that anything it saves on its 

pension plan will go on matching, dollar 

for dollar, employee contributions to a 
* 401(k) plan. This could be the way ahead, 
: for white-collar pensioners at least. 


Civil rights commission 


Unwept to the - 
ġrave 


BOSTON 


The Civil Rights Commission has been 
condemned to death by defunding. If the 
sentence passed by the House of Repre- 
sentatives on July 17th is confirmed by 
the Senate, the 29-year-old agency will 
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have to close up shop by the end of the 
year. The only hope for a reprieve would 
come from an administration decision to 
replace the commission’s controversial 
chairman with a figure acceptable both to 
the civil rights community and to White 
House idealogues. But the president's 
men have found even a like-minded com- 
mission to be more an embarrassment 
than an asset, so it will probably be 
allowed to die. 

It will be mourned only by a handful of 
civil rights organisations such as the Anti- 
Defamation League, which claims that 
the commission is being hounded merely 
because of its opposition to racial quotas. 
An overwhelming majority of the 185 
member-groups of the Leadership Con- 
ference on Civil Rights voted in May to 
urge the dismantling of the commission 
and its replacement. The House of Rep- 
resentatives has proposed creating a new 





Pendleton between fulminations 


Office of Civil Rights Assessment, re- 
sponsible to Congress rather than to the 
executive, along the lines of the Congres- 
sional Budget Office. Such a body, 
stripped of the commission’s network of 
state committees, is expected to save $5m 
a year. But in its anxiety to get shot of the 
commission the House has allotted it a 
full year’s budget of $12m for closing 
costs. 

This is the second time the commission 
has been given the last rites. Congress 
nearly killed it three years ago on the 
ground that, through hiring and firing, Mr 
Reagan was turning an independent 
agency into an arm of the administration. 
Congress demanded and got the right to 
appoint half the commissioners. But un- 
der the chairmanship of an arch-conser- 
vative black, Mr Clarence Pendleton, the 
commission has criticised preferences for 
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minorities, opposed pay equity for wom- i | 
en and curtailed thé monitoring of voting 


rights and desegregation that hdd been its 
mission for the previous 25 years. 

Mr Pendleton further infuriated civil* 
rights leaders by describing them as 
“charlatans” who were bringing in a “new 
racism”. In April, a felloy commissioner 
and fellow corfservative, Mr John Bunzel, 
accused the chairman of undermining the 
credibility of the commission*with his 
‘“‘fulminations” and called on him to re- 


sign. Mr Bunzel, who has since been — 


treated as a pariah by the White House, 


also referred to a “cloud” hanging over 


his colleague and the commission as a 
result of alleged financial improprieties. 
California newspapers and the New 


Republic have examined in detail how Mr _ 


Pendleton extracted tens of thousands of 
dollars in fees and expenses from several 
non-profit agencies in California while, at 


the same time, he was cellecting $67,000 


in part-time pay from the commission. 


One of his California hats was a director- _ 
ship in the San Diego bank which provid- 

ed the now-attorney general, Mr Edwin — 
Meese, when he was a presidential aide, 


with unsecured loans of more than 
$400,000. Mr Meese later nominated his 
old protégé for the commission job. Mr 
Pendleton’s activities in San Diego, which 
left several agencies including the local 
branch of the Urban League reeling in 
debt, are now under investigation. 
Suspecting mismanagement at the com- 
mission, Congress ordered an audit. In 
March the General Accounting Office 
confirmed a pattern of cavalier book- 
keeping and politicised appointments. 
The GAO also noted that productivity at 
the commission had dropped from nine 
reports in 1982 (plus 36 by state commit- 
tees) to three in 1985 (plus two by state 
committees). Since 1983 the commission 
has stopped issuing analyses of federal 
civil rights enforcement. Some academics 


say that the quality and objectivity of 


research has risen as quantity has de- 
creased. But several draft reports have 
- been withdrawn under fire—the latest, in 
April, a critical study of the programme 
of reserved contracts for minority busi- 
nessmen. The administration has since 
confirmed that the programme will 
continue. 

So will the use of goals and timetables 
for minority employment that Clarence 
Pendleton has derided as “psychological 
neo-slavery”’. At a Senate hearing on July 
23rd, Mr Pendleton’s opposition number 
at the Equal Employment Opportunity 


Commission told senators that he intends _ 


to act on a recent Supreme Court ruling 
authorising race- and sex-cnscious reme- 
dies for discrimination. This was*the first 
time an administration spokesman ‘had 
conceded that the court’s July decision 
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AMERICAN SURVEY 


=œ requires an about-face in civil rights poli- 


cy. The Justice Department under Mr 
Meese has yet to indicate how it will 
respond. 

* Even before the recent court decisions, 
the administration’s attempt to substitute 
colour-blindness for racial and sexual 
goals had run âp against resistance, not 
only from the civil rights lobby but from 
business and local governments which 
prefer to work within existing anti-dis- 
criminatory guidelines. The, Reaganites’ 
only successes have been a hobbling of 
enforcement by government agencies 
such as the EEOC, which quietly stopped 
pursuing minority hiring goals last winter, 
and of monitoring by the Civil Rights 
Commission. 

The discrediting of Mr Pendleton and 
his commission has eclipsed legitimate 
arguments about “whether a federal 
watchdog is still needed. The answer from 
Congress, prompted by the civil rights 
lobby, is almost certain to be yes, but not 
under the leadership of the colour-blind. 


Louisiana 


Bad times, 
Republican hopes 


NEW ORLEANS 


One of the Republicans’ best hopes of 
wresting a Senate seat from the Demo- 
crats this year is in Louisiana, where 
Senator Russell Long is retiring after 38 
imperious years. Louisiana has not sent a 
Republican senator to Washington in 
more than 100 years; the party’s chances 
of bringing that run to an end look pretty 
good. But, almost certainly, it will not be 
able to help itself to an extra shot of 
adrenalin by winning the seat in advance 
of the general election in November. 

One of the many ways that Louisiana 
prides itself on being different is that if a 
candidate wins more than half the votes in 
the state’s open primary election, he is 
elected without a general election. The 
Democrats and, to a much lesser extent, 
the Republicans had hoped to settle mat- 
ters on September 27th, the date of this 
year’s primary. Democratic candidates in 
Louisiana could be sunk by the double 
campaign; most of them do not have the 
money to pay for an expensive general- 
election campaign on top of an exacting 
primary. The Republicans, with dollars 
stacked up in the bank, can outspend and 
outlast their rivals. Yet the party would 
have liked an early win to encourage 
embattled candidates in other marginal 
constituencies. 

When’ the fight was a straight contest 
betWeen two congressmen, Mr John 
Breaux, a Democrat, and Mr Henson 
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Moore, a Republican, it was likely that 
one of the two would be elected in 
September; the polls favoured Mr 
Moore. But other Democratic candidates 
have slipped into the race, beating the 
filing deadline on July 18th. By spreading 
the votes around, they have made it 
unlikely that any one candidate will win 
more than half of them. 

The lone battle between Mr Moore and 
Mr Breaux, which will be resumed after 
September if Mr Breaux can fight off the 
Democratic competition (the top two 
vote-getters in the open primary meet in 
the general election), has something of 
Tweediedum and Tweedledee about it. 
Both are youngish, conservative con- 
gressmen out of roughly the same mould. 
Mr Moore, who is the more forceful of 
the two, has a more untarnished right- 
wing record on economic issues; on for- 
eign affairs they speak with one voice. 
And they are both concerned to distance 
themselves from the national and state 
policies that have brought Louisiana to its 
present unhappy pass. 

The prosperity that Louisiana enjoyed 
in the early 1980s has vanished: nibbled 
away by failure to export its farm prod- 
ucts and by the diversion of trade from 
the port of New Orleans, and swallowed 
by the collapse in oil prices. The state was 
left with a budget deficit of at least $600m 
and several fearful sets of statistics: the 
highest unemployment rate in the country 
(13.2%) and a high-school dropout rate 
of 47%. Many Louisianans blame their 
misfortunes on the federal government’s 
policies on oil, trade and farming. Others 
blame the state government, and gover- 
nor, for improvidence in not preparing 
the state for these harder times; Louisi- 
ana has been lackadaisical about develop- 
ing ancillary industries, attracting go- 
ahead businesses or changing its 
easy-going ways to deal with all-the-year- 
round goods coming into its port rather 
than with seasonal goods going out. 

The governor, the inimitable Mr Edwin 
Edwards, has not, this time, bounced 
back entirely unhurt from the scandals 
that surround him. His second trial, on 
charges of fraud and racketeering, ended 
in May with his acquittal, but he is not 
getting his own way. His solutions for 
Louisiana's budget deficit—casinos and a 
state lottery—were rejected by the state 
legislature in favour of such traditional 
means as cutting spending and raising 
taxes. Mr Edwards is far too popular and 
powerful a man to write off but, for the 
moment, he is being shunned by Demo- 
cratic hopefuls who would once have 
queued for his endorsement. 

Mr Breaux is assiduous in redirecting 
Republican sniping to the state capita; 
his industrious record in Congress is far 
removed from local rollicking Democrat- 





Breaux and Moore, peas in a pod 


ic ways. But the Democratic newcomers 
to the race are hoping to profit from the 
anti-Edwards mood. This is especially 
true of Mr Samuel Nunez, the president 
of the state senate, who led the opposi- 
tion to the governor’s budget theories— 
and was frequently seen in the act of 
doing so on local television. Mr Nunez 
has now got his name fairly well known 
with his liberal record and good geo 
graphical base in and around New Or- ` 
leans, he has a fair chance of winning 
black and labour votes from Mr Breaux, 
whose concern for the black electorate 
has not been all that outstanding. 

One quarter of Louisiana’s voters are 
black and, as in other states, they vote 
Democratic. This means that Republican 
candidates have to win about two-thirds 
of the white vote: not easy in a state so 
split between Protestants and Roman 
Catholics, English- and French-speakers. 
Yet, particularly before Mr Nunez’s en- 
try, Mr Moore had been hoping to catch 
some black votes; he does not carry the 
segregationist baggage that weighs down 
many older Louisianan Republicans, es- 
pecially converts from the Democratic 
party. 

The other latecomer is Mr J. E. Jumon- 
ville, a multimillionaire racehorse owner 
and state senator from a rural district ir ` 
central Louisiana. If Mr Jumonville de- 
cides to spend his own money, he will be a 
lot better off than his Democratic rivals; 
he has not, as yet, shown signs of wanting 
to do this. Mr Jumonville is thought to be 
a mite interested in next year’s governor’s . 
race; if so, he is in good company, includ- 
ing, perhaps, Senator Long’s. 

For the present, the candidates spend 
their days fielding questions about jobs, 
tossing responsibility around and evading 
the fact that there are no easy answers. 
The only quick fix for Louisiana’s troy 
bles would be a rise in the price of oil. 
Tourism, as always, is a hope but New 
Orleans, magical in the cooler months, is 
less of an attraction during America’s 
long summer holidays: no gentleman, as a 
British consul once wrote to Lord Palmer- 
ston, could be expected to stay in New 
Orleans from the middle of May until the 
middle of October. 
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What price European democracy? As 
‘members of parliaments throughout 


: Western- Europe take off for their long 


summer break, taxpayers who voted 
them into their Bundestags, Folketings 


and Dails may well wonder. Britain and. 


Spain, of the larger nations, 
_democracy’s best value for money; the 
-French pay the most for their representa- 
`- tives: and the West Germans keep theirs 
-the most unshowily. 





- Seldom do the costliest parliaments 
“pack the most punch. Members of, tbe 


_ supranational European Parliament are 
= proof of that. A very rough idea can be 
“srmed of a parliament’s cost-effective- 
ss by dividing the lower-house budget 
rembers’ pay, secretariat, administra- 
1; police, and so on) by the number of 
<M y this pernicious measure, the 
-annual cost of keeping a member of 
i Europe’ s newest parliament on the job is 
Ground $450,000 a head—higher than 
_ {that of maintaining a member of any 
national parliament. The Euro-Mps ironi- 
cally spent much of their time this year 
fighting to gain the decisive budgetary 
- authority that EEC governments are still 
- reljictant to give them. 
<: Applied to the larger countries with 
-similar populations (see chart), the same 
measure suggests that French deputies 
e the most burdensome for the taxpay- 
-ost $445,000 a head. To be fair, 
eputies are required to work 
Their regular legislative ses- 
10 longer than the European 
y are often. summoned to 



































Lower-house budgets didos * 
number of members latest estimates 


$175,000 


British . 


cost of democracy 






$175,000 


Spanish 


„and what they earn 
Latest estimates exciuding all allowances and perks 














































“extraordinary” sessions. The oddity is 
that France’s constitution, drafted on de 


-Gaulle’s return to power in 1958, is partly 
designed to limit the authority of the 
National Assembly. The elected French 


president has held democracy’s hammer. 
Only since the March election victory 

of Mr Jacques Chirac’s conservatives has 

the assembly begun reclaiming authority 


from the Socialist president, Mr Francois 


Mitterrand—and earning their salaries. 


Even so, the habit of bypassing parlia- 


ment is so ingrained that Mr Chirac has 
sought to govern by decree on matters 
that are dear to him. 

On the cost-per-head scale, Britain and 
Spain get their parliaments cheapest 
among the larger countries of Europe. 
Although members of the House of Com- 
mons voted themselves an increase of 
nearly 50% in allowances last week be- 
fore leaving, they are, by European stan- 
dards, a bargain to the taxpayer. They 
cost some $175,000 each, about the same 
as their counterparts in Spain. West Ger- 
many’s and Italy’s parliamentarians cost 
more than twice as much. 

A subject which preoccupies Europe’s 
parliaments as much as any is their mem- 
bers’ remuneration. This is a fitting con- 
cern when judged by the French maxim 
that parliamentarians’ pay should be high 
enough to keep the honourable members 
honourable. Salaries are not everything— 
allowances and a fine array of perks can 
bridge the difference between misery and 
comfort—but they offer some indication 
of where European countries place their 





life’s 
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just received ) i 
themselves. for ti their retu 
from holiday. On an isolated bottom 
come the Portuguese, who earn only hal 
the salary of the Greeks, the next worst 
paid, and about one-third that of the 
modestly paid British. x 
Democracy being what it is, not all 
parliamentarians pocket their full sala- 
ries. In West Germany, for example, the 
Greens take only the equivalent of the 
average skilled worker's wage, putting 
the rest of their Bundestag pay into an 
ecology fund. In France, Communist dep- 
uties pay their total remuneration into a 
party fund; their own take-home pay. is 
not meant to exceed that of a Parisiar 
manual worker, $ 
Allowances are the key to a comfo 
able parliamentary life. A secretary. is 
commonly paid for, although a resear 
assistant is a rare bird. While the I 
have to make do with slim per die 
payments, the allowance received - 
West German MPs for office expense 
given that it is tax-free, is equivalent: 
their entire salary. Yet the Germans | 
the prestige of a gilded workplace steepe 
in history. When Bundestag membe 
return to Bonn from their holiday 
September they will meet in an old wa 
works. The experience should not worr 
them. Their permanent home, now und 
repair, is a former teachers’ training co 
lege. They plan to go back there i 
couple of years. It is, the Germans liki 
say, the home of the most durable d af 
racy they have ever known. * : 
Allowances apart, it is the pe 
help make a parliamentari 
able. Perks are extraordina 
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EUROPE 


across Europe. They range from free 
postage (almost universal) and hefty tax 
breaks to'free travel. The Italians, among 
the highest-salaried of all, are entitled to 


*unlimited free travel by train or airline 


within Italy*—and to three flights a year to 
other European countries. (On the other 
hand, the Rome parliament does not pay 
for members’ secretaries, Which is unusu- 
al.) In Scandinavia, travel privileges are 
scarcer: they are limited mainly to trips 
between home and parliament. 

One measure of whether parliamentar- 
ians earn their keep is how often they are 
present in or around their respective 
chambers. Few nationa’ parliaments sit 
for as many as half the year’s working 
days. Even so, absenteeism is wide- 
spread. That is due partly to the desire of 
members to keep their faces to the fore in 
their constituenciese MPs from countries 
that use proportional representation, like 
Holland, have less excuse. 

There are ways to forestall absentee- 
ism. In the House of Commons, for 
example, MPs are required by their parties 
to vote unless they are paired. with an 
opponent. Their physical presence is nec- 
essary. In a close vote, the incapacitated 
have on occasion been dragged into the 
division lobby. Ailing members can find 
themselves driven to the Commons by 
ambulance and conveyed through the 
lobby on a stretcher. German MPs are 
liable to a fine of up to $70 for staying 
away from a sitting. 

In Italy, discipline is slacker. Deputies 
with heavy government responsibilities 
are often the worst stay-aways. Mr Bet- 
tino Craxi, the prime minister, is said to 
have taken part in just 122 of 2,258 votes 
held in the Italian parliament in the past 
three years. And in France, where pay 
and allowances are juicier than else- 
where, there is no pressure on deputies to 
be present for run-of-the-mill votes. 
Many French viewers were surprised this 
summer when the state-run television 
showed how the voting is habitually done. 
Two or three deputies from each party 
were seen voting for their entire group by 
running along the benches to switch all 
their supporters’ yea or nay keys. 

European taxpayers might be tempted 
to seek comfort in the cost of American 
democracy. Each member of the House 
of Representatives, the lower house in 
Washington, costs America well over 


. im a year, mainly due to large personal 


staffs and the cost of running the powerful 
congressional committees. That is more 
than double the highest cost of an MP 
anywhere in Europe. But American de- 
mocracy may still be cost-effective by 
comparison. A congressman usually rep- 
resents around half a million constitu- 
ents*—ten times more than the average MP 
in Europe looks after. 
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Italy 
Old faces, new deal 


FROM OUR ROME CORRESPONDENT 





Italy’s Socialist prime minister, Mr Bet- 
tino Craxi, has been worsted in his power 
struggle with Mr Ciriaco de Mita, the 
leader of Italy’s biggest party, the Chris- 
tian Democrats. Although he has won an 
eight-month extension, to add on to the 
record-breaking three years he clocked 
up as prime minister before his resigna- 
tion on June 27th, he has been forced to 
agree that a Christian Democrat should 
succeed him next March. He has thus 


accepted exactly what he had refused only 
a month before. 

Mr Craxi was asked by President Cos- 
siga to form a government on July 22nd, 
after a Christian Democrat, Mr Giulio 
Andreotti, had tried and failed. A week 
later, Mr Craxi reached a formal, and 
highly unusual, agreement with his for- 
mer partners in government to hand over 
the prime minister’s job to a Christian 
Democrat in the spring of 1987. On the 
strength of that promise, Mr Craxi was 
given the green light by his four coalition 
partners to form a new government—or 
to ask for a parliamentary vote of confi- 
dence for his previous cabinet. 

The prime minister favoured a big 


Mean merchants of Venice 
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Hawkers and traders, but no campers, please 


Venice lives on tourism, but not all 
tourists are equally welcome there. The 
Venetian municipal authorities have 
launched a campaign to protect the city 
from what they call the “new barbar- 
ians”, the summer hordes of day-trippers 
and young back-packers who crowd the 
squares and litter the streets—to very 
little advantage, so Venetians grumble, 
to local tradesmen or hotel-keepers. 

On July 24th local police began asking 
anybody who unrolled his or her sleeping 
bag in the station square, just off the 
Grand Canal, to move to cheap hotels or 
camp-sites, Officers equipped with leaf- 
lets printed in four languages have been 
instructed to tell bare-chested tourists to 
keep their shirts on in town. Others 
patrol the most crowded tourist spots, 
ready to inflict a fine of 20,000 lire ($14) 
on anybody who drops a Coke can or a 
piece of paper. 

The mayor, Mr Nereo Laroni, says 
these are elementary measures designed 


to safeguard a city which in the summer 
months “is swallowed by a mass of 
inconsiderate trippers’’. If people spend 
the night in St Mark’s square they will 
inevitably end up answering the call of 
nature there, he says. “This is not the 
image of Venice we wish to present to 
the world.” 

The problem is not new. Mr Laroni’s 
predecessor suggested requiring an en- 
trance ticket for Venice, but this was 
considered impracticable. Now Mr Lar- 
oni’s critics say he is over-concerned to 
protect the richer type of tourist in 
Venice; young people, they say, should 
go where they please. Most Venetians, 
however, seem to approve of the town 
council’s measures. Italy's finance minis- 
ter, Mr Bruno Visentini, a Venetian by 
adoption and chairman of the prestigious 
Cini Foundation, which has done much 
to preserve Venice’s historic monu- 
ments, agrees with Mr Laroni that camp- 
ers should stick to camp-sites. 
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Where charity doesn’t quite begin 


FROM OUR SPECIAL CORRESPONDENT 


The many middle-class Turks who rent 
their homes rather than own them have 
found themselves pinched hard by the 
government’s economic squeeze. Rents 
have risen even faster than inflation, 
while wages have not. Turkey's prime 
minister, Mr Turgut Ozal, thinks he has 
found a way of easing the difficulty. But 
has he really? 

His brainchild, the so-called General 
Housing Fund, was set up in July 1984 
and is now said to be well on the way to 
financing 100,000 new homes each year. 
According to Mr Ozal, this will not only 
help to solve the housing shortage, but 
will also bring a bit of order to the urban 
housing market. That is a euphemism for 
getting rid of the country’s many shanty 
towns called gecekondu (literally, “put 
up overnight”). 

The housing fund was designed to put 
more government money into building 
flats and houses, without making new 
demands on the country’s budget. It has 
its own independent source of revenue— 
a special tax on tobacco, spirits, luxury 
imports (including cars), foreign travel 
and the like. Because the tax falls largely 
on the rich, the scheme has been dubbed 
the Robin Hood Fund. Mr Ozal’s gov- 
ernment, usually accused of widening 
the gap between Turkey’s rich and poor, 
is more than happy to be counted among 
the Merrie Men. 

In its first two years, the fund’s reve- 
nues were 415 billion liras (about 
$800m). The biggest contributions came 
from the tax on tobacco and alcohol 
(33%), petrol (30%) and luxury imports 
(17%). The fund offers loans to individ- 
uals and to housing co-operatives. Con- 
tractors whose housing projects win its 


cabinet reshuffle. This would ease the 
‘ressure on him from disgruntled parlia- 
ientarians who have been wanting jobs 
and will now be able to get them. It would 
` also help Mr Craxi explain away last 
month’s protracted stalemate in forming 
a government. But handing out jobs can 
take a long time. It was not clear whether 
Craxi would be able to form a govern- 
ment by August 4th as intended. 

The normal stuff of government cri- 
ses—disagreements over policy and the 
performance of ministers—was not what 
prompted Mr Craxi to resign. The imme- 
diate cause was a surprise defeat in a 
parliamentary vote of confidence, but the 
real issue was a power struggle between 
Mr Craxi’s own Socialist party and his 
principal coalition allies, the Christian 
Democrats. Once this was resolved by Mr 
Craxi’s agreement to step down on the 
eve of his party conference next year, Mr 
de Mita had no difficulty in agreeing on a 
detailed government programme. 
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approval can apply for bridging loans to 
finance the projects until the houses are 
sold. Because their lucrative Middle 
Eastern markets have shrunk with the 
drop in the price of oil, contractors are 
keen to find new work at home. Since it 
was set up, the fund has lent arisen to 





° Not pretty, AO aoipeneive | 


help finance about 230,000 new flats and 
houses, 60,000 of which are already 
being lived in. It has also lent money to 
35,000 people to help them purchase the 
homes they already live in. 

But the fund may in the end do the 
government more harm than good. It 
raises expectations of home ownership 
that the government does not have the 
money to fulfil. Although repayments 
are beginning to come in, the flow of 
money into the fund is unlikely to grow 


The new programme is intended to last 
until the next general election, which is 
due in June 1988, well beyond Mr Craxi’s 
allotted time in office. It includes a com- 
mitment to restrict the use of the secret 
ballot in parliament, which is what 
tripped Mr Craxi up last time. Unless Mr 
Craxi springs a surprise over the coming 
months, his days as a strong man of 
Europe are numbered. 


West Germany and Austria 


Anger in the Alps 


FROM OUR BONN CORRESPONDENT 


The Alps are alive with the sound of 
insults. The row is between Bavaria, West 
Germany’s most southerly state, and 
Austrians who object to the construction 
of a nuclear reprocessing plant at Wack- 
ersdorf, in the east of the state. Bavaria’s 
bravado in the “Alpine war” has caused 
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fast enough to do more than nibble away 
at the housing shortage (the population 
of Istanbul alone, for example, has 
grown from 1.7m in 1975 to nearly 6m . 
now). One provision of the law that 
established the fund allows it to tax 
electricity. But the electricit companies 
are in such dire straits themselves that 
the tax is unlikely to contribute anything 
for some time. And the ability of most 
Turks to consume more luxury goods is 
limited. 

The loans fre no giveaway. Terms 
vary according to the size and location of 
the property. The maximum maturity is 
15 years and only in exceptional circum- 
stances can the loan exceed 60% of the 
price of a home or 3.5m liras, whichever 
is smaller. In the big cities 3.5m liras 
does not buy much: even the most mod- 
est flat in Istanbul is unlikely to go for 
less than 10m liras. Would-be urban 
home-owners still have to find a lot of 
the money themselves. 

Banks are unlikely to help much. So 
poorer people in the cities have to de- 
pend on the country’s 3,000 or so hous- 
ing co-operatives. These are small—the 
average one has some 60 members—and 
in the past some have been shown to be 
crooked. Despite that, the experience of 
Western Europe and America suggests 
that such co-operatives could, with bet- 
ter legal supervision, still be the best way 
of using the housing fund’s modest re- 
sources to encourage more Turks to 
invest their savings in buying their own 
houses. 

The Turkish government does not see 
it like that. The fund's head, Mr Vahit 
Erdem, says the government intends to 
channel more of the fund’s money 
through building contractors and less 
through co-operatives. The real Robin 
Hood would never have allowed them to 
do it that way. 








embarrassment at the foreign ministry in 
Bonn and deep resentment in Vienna. 
The trouble started at the end of June, 
when Bavarian police refused to allow 
Austrian would-be demonstrators to 
cross the frontier to attend a rally against 
tthe Wackersdorf plant, which some Aus- 
trians fear could be a pollution hazard for 
them. The Austrian government protest- 
ed against what it saw as an arbitrary 
breach of freedom of movement between 
the two countries, and ministers in Bonn 
made clear their annoyance at this latest 
example of Bavarian high-handedness. 
Just as the fuss seemed to be dying e 
away the newly elected Austrian presi- 
dent, Mr Kurt Waldheim, fanned the 
Bavarian flames by appealing for a halt to 
the Wackersdorf project. That brought 
Mr Waldheim a seven-page letter from 
the rambunctious Bavarian*® premier, Mr 
Franz Josef Strauss. Mr Strauss fs suspi- 
cious of attempts even by the federal 
government in Bonn to interfere in his 
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FROM OUR ATHENS CORRESPONDENT 





For miljions of years the beaches along 
crescent-shaped Laganas bay on the 
< south shore of the island of Zakynthos, 
_in the Ionidn Seh, have been. the breed- 
-ing ground for the loggerhead turtle, a 
ood-natured: reptile that survived the 
prec atory dinosaur in eons past by retir- 
ing into the sea. What the dinosaur failed 
to drive into extinction if now in danger 
of falling prey to tourists, land develop- 
ers and the sluggish Greek bureaucracy. 

_ Each summer between June and Au- 
` gust some 800 female turtles from all 
-over the Mediterranean converge on the 

_ bay where they were born to plod ashore 
_ in the quiet of the night and lay their eggs 
_ inthe undisturbed warm sand. The giant 
_ ereatures, measyring four feet by three 
and weighing some 240 pounds, lay an 
- average of 120 eggs, which look like soft 
ping-pong balls. Having camouflaged 
> their nests, they crawl back into the sea, 
> tarrying there in shallow waters. They 
< lay several clutches each season, to make 
. up for the high mortality rate of the 
<: hatchlings. These tiny creatures emerge 
from their eggs in 50 to 55 days and soon 
make a dash for the sea at night. 
|. In recent years, hotels and cafés have 
F sprung. up on the sandy west side of 

<: Laganas bay, intruding on this mysteri- 

Ous reproduction process. Regulations 
aimed at protecting the turtle are flout- 











state’s affairs. So his outrage at Mr Wald- 
_ heim’s presumption was predictable. 
_ No sooner had Mr Strauss’s letter been 

made public than news broke that Aus- 
tria’s vice-chancellor, Mr Norbert Steger, 
planned to attend an anti-Wackersdorf 
rally in Bavaria during the weekend of 
July 26th. The immediate response from 
Munich, the Bavarian capital, was that 
Mr Steger’ s presence at the rally would 
constitute an “unfriendly act”. The for- 
gn ministry in Bonn advised the Bavar- 
ns not to take any action against Mr 
teger but, as the weekend approached, 
ere were reports from Munich that 
Bavarian frontier police had been told to 
ihim back. To make his feelings about 
strian behaviour even plainer, Mr 
trauss cancelled a scheduled visit to the 
alzburg music festival. 
In the face of this Bavarian intransi- 
ence, Mr Steger called off his trip to the 
nti-Wackersdorf rally. That may have 
llified the Bavarian government some- 
at: it then allowed a lower-ranking 
strian across the border to attend the 
. The West German foreign minister, 
Hans-Dietrich ee tried to 





















ed. The tourist industry’s encroachment 
has raised a hue and cry from Europe’s 
conservationist groups. Unmoved, the 
developers ask why they should be made 
to pay for the survival of the sea turtle 
when the Europeans who complain con- 
sume 20m tins of turtle meat and soup 
each year. 





Two years ago, under pressure from 
environmentalists, the Greek govern- 
ment passed a zoning decree for the 
beach area. It strictly limits construction . 
along the 500-metre-wide strip of shore 
which turtles use for nesting. Turtle- 
watchers complain that the decree is not 
being enforced. 


tween the two countries. This did not stop 
Mr Jankowitsch from expressing his dis- 
may at Mr Strauss’s behaviour or from 
proposing a “pause for reflection” on 
Wackersdorf, an idea promptly rejected 
by Mr Genscher. 

The row may go on for a while yet. On 
July 30th Austrian environmentalists filed 
a legal complaint in Austria against the 
building of Wackersdorf. Under an 
agreement between Austria and West 
Germany, some legal judgments made in 
one country can be applicable in the 
other. The Austrian ecologists say a judg- 
ment by an Austrian court that Wackers- 
dorf is harmful to Austria would be 
enforceable in Bavaria. First, however, 
they have to win their case. And even if 
they do, the inevitable ensuing argument 
about its applicability in West Germany 
would probably drag on for years. 

If things stay as they are, Mr Strauss 
will count himself the winner in the Al- 
pine war. Bavaria has shown what it can 
get away with when it wants to. The 
embarrassment in Bonn must be all the 
more satisfying to Mr Strauss, since he 
has little time for Mr Genscher’s conduct 
of foreign policy. Another target of Mr 
Strauss’s scorn, the federal chancellgr, 
Mr Helmut Kohl, set off on holiday this 
week—beside an Austrian lake. 
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to one in summer, noise is- another ka 
hazard; it disturbs the turtles and dis- 
courages- them from going ashore at 
night. They are known to be particularly 
sensitive to the low-frequency sound of- 
rock music that pounds across the bay 
through the night from a discotheque on . 
a nearby islet. Worse still, artificial lights 
along a causeway built (illegally, say the 
turtles’ friends) by the disco lure hatch- 
lings in the wrong direction. This year, 
for the first time, tour operators have 
been taking customers to the bay each 
night to watch the turtles lay their eggs. 
The tourists have been frightening the 
turtles back to the water | with their 
flashlights. 

A new draft bill for the protection of 
the environment, long 2 awaited 
stronger than existing legis 



























































though at turtle pace. The question Be 


whether tourists and turtles can coexist. 

A team from Salonika University that 
has been studying ways of safeguarding 
the turtle believes the solution is a novel 
form. of tourism: ecotourism. It envis- 
ages turning Laganas bay into a national 
park where the turtle would live undis- 
turbed and where the tourist would have 
controlled access. To compensate local. 






traders, the study proposes establishing a 
turtle museum at Laganas with a biology 
station manned by scientists. Will the 
developers give way? | , 

Chess 





sport of millionaires 


When the first world chess championship 
was held in the United States, exactly 100 
years ago, Zukertort, the man who was 
eventually defeated in the contest, 
scoffed at excessive rule-making. “Whe ~ 
once these gentlemen have consented t 
meet each other over the board,” he said, 
“it must be taken for granted they will 
behave like gentlemen.” It is no longer 
taken for granted. The rules for the 
current world championship, which, 
opened in London on July 28th with a 
boring drawn game, run to 20 closely ‘ 
printed pages. 

Chess has become very complicated 
and very expensive. Some £710,000 _ 
($1.1m) had to be raised to lure Mr Gary 
Kasparov, the champion, and his chal- 
lenger, Mr Anatoly Karpov, to London. 
Even then, the 






e second half of the 24-game 
played back in their native 






Much of the money. goes on the costs of 
the ‘match: travel, ACEH mmodation Cie 
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t when Mr Kasparov, then the 
lenger, seemed set to win. He also 












































: Spitsbergen 


but fragi e experiment in internati 


Spitsbergen, the largest and only inhabit- 
ed island in the archipelago of Svalbard, 
is closer to the North Pole than most 
_ people would care to live. Yet it has 
~ about 4,000 residents: 2,500 of them 
Russian, most of the rest Norwegian. 
They are supposedly there to mine coal, 
but both Norway and the Soviet Union 
lose money on the mines which produce 
about įm tonnes of coal each year for the 
-= power stations of each country, The real 
_ Yeason both keep a presence on Spitsber- 
-gen is strategic. Neither would like the 


other to have exclusive use of the island's 


harbours, so close to the sea routes be- 
tween Russia’s northern naval bases and 
‘e Atlantic. The British once called 

| sitsbergen an Arctic Gibraltar. 

Che islands of Svalbard belong to Nor- 

ut the Russians are allowed to live 
ler. the terms of the curious 


Gold cohabitation 








-Chess Federation _ 
nicio Campomanes, for — 


le two to an abrupt halt last © 


little northern experiment 


| t sinou a and for much of the year enclosed by ice, Spitsber- 
ght tc be one of the least newsworthy para of the planet. Instead, 





aah Mr Karpov of poor osmu 


ship and conniving at that controversial 
decision. 

The outcome of the present match is 
likely to decide whether or not FIDE will 
get a new president when the election for 
the post is held in Dubai in November. A 
Brazilian candidate, Mr Lincoln Lucena, 
is opposing Mr Campomanes. It is hard to 
imagine the Soviet Chess Federation— 
which brings with it the votes of its 


counterparts from Eastern Europe and 


several other countries—gainsaying Mr 
Kasparov if he remains champion. The 
23-year-old Mr Kasparov is for change in 
FIDE and for a bigger say for the players 
themselves—the sort of things Mikhail 
Gorbachev says he approves of. 






e site of an extraordinary 


onal cohabitation 


treaty of 1920, which confirmed Norwe- 
Bian sovereignty. The treaty imposed 
three important reservations on that sov- 
ereignty: it restricted taxation, forbade 


military activity and gave nationals of all 


the treaty signatories equal rights to ex- 
ploit Svalbard’s resources, so long as they 
respected Norwegian laws. 

So the Russians hung on to their mining 
claims (America and Britain sold theirs to 
Norway) and bought a Dutch mine at 
Barentsburg and a Swedish one at Pyra- 
miden. For a long time they tried to keep 
the Norwegians away from their activi- 
ties, but during the 1970s Mr Leif Eldr- 
ing, the tough Norwegian governor who 
was reappointed to the job last month, 


gradually established his right to inspect 
their settlements. In 1975 he forced the 


Russians to let him visit their helicopter 
base, simply ignoring their protests and 





| Pyramiden 1,100 ie . 
Coles Bay 15 Pa EES -i7 
Barentsburg 1,4004% aii 













Longyearbyen 1.200 
Sveagruva 300 
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in cold, dry, radiation- -proof storage f 


‘taxes on the extraction of the islands’ 


wra there. on e e 
After several other tense incidents. 
relations have markedly improved. Con- 
tact between Barentsburg and the Norwe- 
gian settlement at. Longyearbyen is in- 
creasing. Except for organised sporting 
and cultural events, ye W ver; it is still the 




















ing up in ‘the 
snow scooters ` 
vodka. 















at Pyramiden, he 
viet territory”. 





the town. At Barentsburg he was s 
the culture hall and the farm (700 pigs 
40 dairy cows and innumerable chi 
ens, all feed being brought up fro 
Russia; the greenhouse blew down i in 
storm last November). S 
Most of the miners in both towns ar 
Ukrainians, who come for a two-ye: 
stint, many of them with their wives 
Those asked said they looked forward 
eagerly to their return home. Both towns 
are grim. Amid the coal dust and snow 
crouch bleak, yellowish barracks decorat- 
ed exclusively with slogans and posters 
showing Lenin striding purposefully to-. 
wards the future. s 
The Norwegian settlements, Longyea 
byen and Sveagruva, are if anything 
bleaker to look at-—-they lack the posters. 
Also, despite the efforts of an eminent 
retired professor of soil science, the Nor- 
wegians have not yet learnt, as the Rus- 
sians have, to grow grass at 78°N. On the 
other hand, Mr Gorbachev’s new curbs 
on drinking do not affect the Norwegians, 
who get their drink duty-free, although | it 
is rationed by the mining company. 
The Norwegian miners go to Spitsber- 
gen to earn big money; they pay only 49 
income tax. There is a waiting. list for th 
jobs, despite the mines’ sub-zero tem 
peratures and lung-filling clouds of dus 
(One mine also contains a padlocked 
gene-bank, with seeds of important croy 








use after the holocaust.) 


Drilling for trouble? 
The 1920 treaty has worked well: so fa 
but it may come under strain in futur 
because of oil. Geologically, there is: 
good chance of finding oil under th 
centre of Spitsbergen. The treaty limits 


resources to about 10% corporation ta 
and 1% export duty. This compares ve: 
well with the tax burden on oil. productio 
elsewhere (up to 85% in the Norwegi 
part of the North Sea, for instance), and 
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makes Spitsbergen interesting to oil com- 
panies despite the high transport costs. 

In the early 1970s, Norwegian politi- 
cians were keen for other countries to 
` take up their rights under the 1920 treaty 
and open séttlements: Norway could then 
be seen to be treating the Russians like 
everybody elst. Now that relations are 
better with the Russians, other countries 
might upset the boat. 

Altogether, 13 wells have been drilled 
in the islands. None of thgm has struck 
oil. Undeterred, three companies (British 
Petroleum, Statoil and Arctic Develop- 
ments) last spring carried out seismic 
surveys on the glaciers of central Spitsber- 
gen. This involved much invention—no- 
body had tried to sort out seismic echoes 
from rock beneath ice before—and some 
hazard, although the polar bears’ appe- 
tites were confined to the foam-rubber 
seats of snow scooters. 

The costs of*developing a field that is 
largely covered by ice are unknown. But 
BP thinks it can make money from Spits- 
bergen if it can find a modest 200m-barre! 
field and if oil prices climb back to, say, 
$25 a barrel. 

In some ways, Spitsbergen is a rehears- 
al for the potentially much bigger fields in 


July in the EEC 


Politics 





Britain took over the six-month presiden- 
cy of the Council of Ministers. One of its 
first tasks was to send the foreign secre- 
tary, Sir Geoffrey Howe, on his thankless 
mission to persuade the South African 
government to open a dialogue with the 
black community. Another was to set a 
new EEC budget for 1986: the original one 
was rejected as illegal by the European 
Court of Justice, which ruled that the 
European Parliament had exceeded its 
budget-fixing powers. Finance ministers 
added 2.5 billion ecus (equal to roughly 
the same amount in dollars) to the origi- 
nal total. The new budget is 35.2 billion 
ecus, two-thirds of it earmarked for 


agriculture. 
Agriculture 


Ministers agreed on favourable terms for 
the further import of butter from New 
Zealand, which the Community does not 
need. Ireland tried to alter the arrange- 
ment, which was part of the deal between 
France and New Zealand to settle the 
Rainbow Warrior affair, but gave in to 
pressure from its partners. 


The Community sold 100,000 tonnes of 


surplus beef at cheap rates to Brazil. 
Although normally a big beef exporter, 
„Brazil has a temporary shortage. Some 
EEC meat processors fear that part of the 
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The Russians are more hospitable than the place 


the Barents Sea. The Spitsbergen treaty is 
explicit about ownership of oil found on 
the islands: it is finders keepers. But 
things are much murkier in the adjacent 
part of the Barents Sea. 

The Norwegians say that any oil there 
belongs to Norway: the 1920 treaty ap- 
plies only to Svalbard ‘and its territorial 
waters”. That means, according to the 
Norwegians, only four miles offshore— 


consignment will find its way back to the 
EEC market in the form of corned beef 
and other products. 


Competition 


The European Commission intervened to 
end the monopoly held by the Bundespost 
in West Germany for modems—the de- 
vices that enable video terminals or per- 
sonal computers to send messages to each 
other via the telephone network. The 
commission ruled that the Bundespost 
monopoly prevented customers from 
choosing equipment from suppliers in 
other EEC countries. The commission also 
fined a group of Belgian manufacturers 
of roofing felt a total of Im ecus for 
operating a cartel. 


The commission opened antitrust pro- 
ceedings against ten national EEC airlines 
with a letter warning them all that their 
arrangements on price-fixing and reve- 
nue-and-capacity-sharing break Commu- 
nity competition rules. 


Trade and industry 


The slow-moving dialogue between the 
EEC and Comecon, the Soviet-led eco- 
nomic group, quickened a bit. The Com- 
munity invited Comecon negotiators to 
meet EEC officials in Geneva in September 
to look at ways of creating closer ties 
between the two groups and between the 





200-mile “exclusive economic zones” 
(EEZs) had not been invented in 1920. But 
by recognising Svalbard to be Norwegia 
the treaty also permits Norway to clai 
an EEZ around it. So, the Norwegians 
argue, in a 200-minus-4-mile zone around 
the islands they could levy hefty taxes on 
oil companies. Neither the Soviet compa- 
ny nor any western one accepts this 
argument. 


Community and individual Comecon 
members. 


Following the failure of its latest bid to 
force Japan to cut taxes on imported 
liquor, the Community warned that it 
would open proceedings in the GATT if 
there is no settlement by October. In 
contrast, one of the several trade disputes 
with America moved closer to a settle- 
ment. The Twelve proposed cutting im- 
port tariffs on American citrus fruit. 
Such fruit allegedly cannot compete with 
citrus from the Mediterranean and North 
Africa which enters the Community on 
preferential terms. But the Americans 
will need more time to examine the condi- 
tions attached to the EEC offer. 


Internal barriers 


The Commission told France that its 
plans to limit to 15% of equity foreign 
holdings in nationalised firms being re- 
turned to the private sector are illegal 
under EEC rules. This discriminates 
against investors from other Community 
countries, the commission said. 


Ministers reached agreement on the e 
terms of a directive to allow doctors from 
one EEC country to set up as general 
practitioners in another. Beginning in 
1990, doctors in all member-states will 
have to do two years’ special training on 
top of their basic medical studies before 
they can practise as Gps. Once they have 
done this training they will be free to 
practise throughout the EEc. 
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forests down? 


< There are far too many books. More than 
1,000 titles were published last year on 

S each side of the Atlantic; between them, 
: i ain and America churned out 2} bil- 


>. e. Sales of . hardbacks for grown-ups 


: qose dy 20% in America last year (chil- 
dren’ s books Tose Lee a Ea trade 


; too idee And most 
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cut the 


of those readers are ploughing through 
comparatively few titles—bestsellers. 
What makes a bestseller? 

Not just, as one might assume, sex and 
violence. For two years running, two 
books have dominated the charts. In 


America, Lee Iacocca’s autobiography 


sold 24m hardback copies in 1984-85. In 
Britain, Sue Townsend’s “The Secret Di- 
ary of Adrian Mole, Aged 133” and its 
sequel, “The Growing Pains of Adrian 
Mole” have sold more than 5m copies 
(paperback and hardback) round the 
world. The two have just been released 
together as “The Adrian Mole Diaries” in 
America. 

Apart from the odd Mole, the same 
authors and subjects tend to sell well year 
after year on both sides of the Atlantic: 
business and know-yourself books (espe- 
cially in America), gardening (in Eng- 
land), fitness, cookery and humour. 

Trash, of course, sells in its millions 
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everywhere but even trash has national 
characteristics, America has its Stephen 
King (master of schlock horror), V. C. 


Andrews and Danielle Steel; Britain its- 


Jeffrey Archer and Shirley Conran. 

Though their books happily criss-cross. 
the Atlantic, they tend to sell best in the 
author’s home market. Some peculiarly 
British Rises Eres sell well 


tion”, is the very English Ten One 
Woof” by the ex-vet James Herriot. 1 
the jee be eling authors of o al 


mystery. Barbara Cartiand’s 0-plu 
novels have each sold about Im on 
have Anne Mather’s 100 romance 
mainstay of the Mills & Boon publishi 
business); Agatha Christie’s 87 no 
have clocked up 300m sales. Only 
Bible and Shakespeare surpass that. — 
America’s $11-billion book-publishin, 
industry printed 2 billion copies last ye 
about four times the number produ 
Britain. Head for head, the two cou 
are producing the same number of 
Remarkably, they are also produc 
same absolute number of titles (a 











: , fiction bo eg 
The Mammoth Hunters- 
-by Jean M. Auel (Crown) 
Texas « 
= by James A. meee (Random House) 
- Lake Wobegon 
mo y Garisan Keilor ( neng 












































Be-Happy ; 
/ Robert Schuller (Word) 
6 Dancing in the Light 

by Shirley MacLaine (Bantam Books) 
7. APassion tor Excellence: The Leadership 
= - aney y Thomas J. Peters and 








yie Je Í Smith Morrow) 
“never Played the Game 
‘by Howard Cosell with 
‘Peter Bonventre (Morrow) 
10 Dr Berger's Immune Power Diet 
a by Stuart M. Berger, MD (NAL Books) 


Mass market paperbacks 

1 Seeds of Yesterday- 
by V: +. Andrews (Pocket) 

2 Pet Sematary 

by Stephen King (NAL/Si ignet) 

il Circle by Danielle Steel. (Dell) 

4 Thinner by Richard Bachman, 

_- also known as Stephen King 

| (NAL/Signet) — 

Crossings by Danielle Stee! (Delf) 

Changes by Danielle Steel (Dell) 

_ Heaven by V. C. Andrews (Pocket) 

The Talisman by Stephen King and 

Peter Straub (Berkley) 

The Aquitaine Progression 

` by Robert Ludium (Bantam) 

N legatrends by John Naisbitt ( nanen 
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ritish titles, oey are printed for 


oe sold more than Im copies ae 
: 100 0 sold over 100,000, double the 






3 sally sell more than fiction but, in 
2 of the million-sellers were 
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hat you should al- 


y have beeni in i the charts befor 


Lee lacocca’s (which sold more than im 
in 1984 as well) and General Chuck 
Yeager’s. 

Cookery, fitness and improve-yourself 
books took up most of the rest of the top 


15. But the true delights of America’s — 


book trade are found further down the 
list, with such titles as “Ladies’ Home 
Erotica” (authors: the Kensington La- 
dies’ Erotica Society), Patrick F. McMan- 
us’s “Never Sniff a Gift Fish” (no relation 
to Douglas Adams’s British bestseller, 
“So Long and Thanks for all the Fish”) 
and “Pumping Up!: Super Shaping the 
Feminine Physique” (written by two 
men). 

British publishing became a £2 billion 
industry in 1985, with revenues up nearly 
7%. The bestseller lists were a rollcall of 
familiar names. Among the pops: Barba- 
ra Taylor Bradford, Wilbur Smith, Shir- 
ley Conran and Catherine Cookson 
(whose books have now sold more than 
85m copies). One or two names were a 
cut above the familiar: Anita Brookner 
with “Hotel du Lac”; and E. M. Forster, 
resurrected by the film-of-the-book, SA: 
Passage to India”. 

While America’s list of not-quite-best- 


sellers is full of weird whimsy, Britain’s is - 


full of worthy non-fiction. Britons buy 
lots of dictionaries and gardening books 
(not so Americans); popular history 
books sell well, too. One happy recent 
exception, though: 1985’s biggest-selling 
trade paperback was Faber’s splendidly 
unworthy “Spitting Image”, based on the 
cruel television programme. 

Such books show how much publishing 
success in Britain depends on exploiting 
television. The television adaptations of 
“The Jewel in the Crown” and “Bride- 
shead Revisited” sent people scurrying for 
the novels. Another media event on July 
23rd has sold books about royal weddings 
in abundance. Though business books sell 
nothing like as well in Britain as in 
America, “Going For It!” by the boss of the 
Remington company, Victor Kiam, has 
been helped by Mr Kiam’s relertiess 
appearances on television, advertising his 


electric shavers. Bookshops themselves. 


spend “less on publicity than they do on 
their sewage rates”, said one acerbic 
observer. 

Though Britain’s publishers have the 
occasional outbreak of marketing nous 
(one such is helping Bob Geldof’s “Is That 
It?” to stay near the top of the hardback 


charts), the more common patternisshown. 


by the success of the not-unrelated “Food 


Aid Cookery Book” by the bestselling 


evangelical television cook, Delia Smith. 
Miss Smith is published by the BBC, which 
has the inestimable comparative advan- 


order to get there again). The two non- 
fiction books were both autobiographies: 
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- The Growing Pains of Adrian Mole 
by Sue Townsend (Methuen) | 
The Burning Shore 

by Wilbur Smith (Heinemann) 
Hotel du Lac 

by Anita Brookner (Jonathan Cape) 
The Complete Yes Minister 

by Jonathan Lynn and Antony Jay (BBC) 
if Tomorrow Comes 

by Sidney Sheidon (Collins) 
Hold The Dream 

by Barbara Taylor Bradford (Granada) 
A Dinner of Herbs 

by Catherine Cookson (Heinemann) 
The Fourth Protocol 

Ms Frederick Foreyth (Hutchinson) 
AMaggot o 
John Fowles Jonathan Cape) 
10 Break | yi Dien rancis nein Joseph) 
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1 The Secret ini of 
by Sue Townsend (M 
The Growing Pains of Adrian M 
by Sue Townsend (Methuen) 
First Among Equals 
by Jeffrey Archer (Coronet) 
The Black Velvet Gown 
by Catherine Cookson (Corgi 
So Long. and Thanks for all the Fish 
by Douglas Adams (Pan) - 
Lace 2 by Shirley Conran a ae 
A Passage to india Se 
by E. M. Forster (Penguir j 
The Danger by Dick Frani 
A Woman of Substance. 
by Barbara Taylor Bradford Oedi 
10 The Fourth Protocol 
by Frederick Forsyth (Corgi) 


malar 
Spitting Image 

by Lloyd, Fluck and Law (Faber & Faber) 
The Guinness Book of Records 

edited by Norris McWhirter (Guinness) 
The Vegetable Expert 

by Or D. G. Hessayon (PB!) 
The French Selection 

by Arthur Eperon (Pan/BBC) 
The Collins English Gem Dictionary 

(Collins) 
One ts Fun by Delia Smith (Hodder, 
The Pocket Oxford. Diction ry {0U } 
Mountbatten: The C 3! Biogra 

by Philip Ziegler 
Sarah Browr 


10 In Search of the To n War 
by Michael Wood (BBC) 
Source: "Bookwatch E 














tage of | its own iibi machine. BBC 
books appear in most years’ top ten: in ‘ 
1984, David Attenborough’s “The Living 
Planet” topped the hatdback charts; Ali 
Mazrui’s “The Africans” ts 1986’s success. 

Noone, though, has a magic formula for 
picking a bestseller (except, perhaps, stiek 
to. the Barbara: Taylor Bradfords). Jane 
Gelfman, of the literary agents John 
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urologist, of all. 
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FILM 


American cinema 


Extra! Gay slain, dame paid! 


A CAST OF KILLERS. By Sidney Kirkpatrick. E. P. Dutton. 301 pages. $17.95. 


American writing about the cinema has 
acquired a new vitality. The best books 
now coming out of Hollywood are more 
realistic than in the past. They achieve 
this by telling a gripping tale in documen- 
tary detail (times of day, menus, what the 
protagonists wore: all are minutely re- 
ported) and by an apparent total recall of 
bygone conversations. Of course, it is a 
trick; none of the exponents pretends 

therwise. The real-life characters proba- 

ly never said what these books say they 
- said. But they certainly said something 
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Taylor’s murderer killed Mary's and Mabel's careers 


ike it. The authors preserve the gist but 
emove the rough edges. 

David McClintick started it with “Inde- 
cent Exposure”, an account of fraud in 
Hollywood high places. Last year, Steven 
Bach almost matched it with “Final Cut”, 
„a description of the making of the film 
“Heaven’s Gate”. Now, in “A Cast of 
Killers”, Sidney Kirkpatrick has written 
the most sensational book in this style to 
date. 

It purports to solve a 64-year-old mur- 
der mystery which, when Hollywood was 
ewen more riven with scandal than it is 
today, wrecked the careers of two young 
actresses. On February 1 1922, a film 
director, William Desmond Taylor, was 
found shot dead in his Los Angeles bun- 
galow. Among his effects were a pink 
nightgown bearing the monogram MMM, a 
closetful of ladies’ lingerie, each item 
docketed and dated, pornographic pic- 
tures and a breathless love letter from the 
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actress Mary Miles Minter. According to 
contemporary reports, when the police 
arrived, another actress, Mabel Nor- 
mand, was rummaging through Taylor's 
belongings apparently in search of billets 
doux of her own. Taylor’s assassin was 
not discovered but fingers pointed at both 
actresses. Although they were later exon- 
erated, their careers never recovered. 

Mr Kirkpatrick stumbled upon the solu- 
tion by accident. A journalist and occasion- 
al film maker, he was doing research for a 
biography of King Vidor, a director whose 


he 


= -< 


career extended from the silent era to the 
late 1950s and who had died in 1982. Vidor 
was a compulsive hoarder—everything he 
did, every account he paid, was recorded or 
filed. Except in 1967. For that year, Mr 
Kirkpatrick faced a blank—until, by 
chance, he uncovered a black strongbox in 
the garage of Vidor’s Beverly Hills guest 
house. Inside was a step-by-step account of 
how, in that missing year, Vidor had 
seemingly cracked the mystery of the 
Taylor murder in the course of preparing a 
script about the scandal. Why did he never 
reveal the secret? Why was the film never 
made? Mr Kirkpatrick, recognising a gift 
horse when he saw one, dropped the 
planned biography in favour of a book 
about Vidor as amateur sleuth. 

There were three mysteries: who killed 
Taylor? Where did the press get its saucy 
information (not from the police)? And 
why did the cops seem intent on pursuing 
red herrings (including laying dragnets 
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for a suspect whom the district attorney 
knew was already dead)? Through nu- 
merous interviews with surviving witness- 
es, Vidor had pieced together answers 
even more bizarre than he expected. 

Taylor never was the ladies’ man the 
evidence implied. He was ,a homosexual, 
who used his manservaft to procure 
young boys. The sinful soavenirs found at 
the scene of the crime were, it seems, 
planted by the studio to conceal this. The 
studio later fwrnished the press with mate- 
rial calculated to reinforce the impres- 
sion. Lust was acceptable; homosexual- 
ity, in those days, was not. If the scandal 
rebounded on Mary Miles Minter and 
Mabel Normand, too bad. They were 
going to be fired anyway. 

So who slew Taylor? Vidor’s research 
put the finger on Mary Miles Minter’s 
frantically jealous méther, professionally 
known as Charlotte Shelby. Charlotte 
was in love with Taylor, and envious that 
he seemed to prefer her daughter. Later, 
she tried to have her other daughter, 





Margaret, committed to an asylum. It was 
Margaret’s admission, during a legal 
wrangle with her mother, that she had 
borne false witness in the Taylor investi- 
gations, that put Vidor on to Charlotte’s 
guilt. 

So why was she not indicted? Two 
people provided Charlotte with an alibi 
for the night of the crime. One was paid 
handsomely and regularly for it; the other 
was an employee of the district attorney. 
Later, much of the police evidence in the 
Taylor case, including three of Mary 
Miles Minter’s hairs found on the dead 
man’s jacket, conveniently disappeared. 
Vidor suspected an elaborate conspiracy, 
involving backhanders to the police de- 
partment on the one hand and studio 
duplicity on the other. It makes for an 
enthralling yarn. But as Allan Dwan, 
another director, says in the book, the 
trouble with conspiracy theories is that so 
many people are unlikely to have kept 
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asked him, “our Tee ora singer?” re 
“came the eager reply. 


“You're fired.” Jack told him. 

There was nothing subtle about Jack 
Warner, but he and his three brothers, 
sons of a Polish farmer, turned Warner 
Bros in the 1930s into a $230m corpora- 
tion. The Warners were sticklers for set- 
ting everything down on paper. Verbal 
messages at Burbank were out, memos de 
rigueur. 

All of this voluminous i in-house corre- 
spondence — from the Warners them- 
selves, from William Faulkner, from Er- 
rol Flynn, Bette Davis, Humphrey 
Bogart and the many other stars on the 
payroll—is preserved at the University of 
Southern California Archives of the Per- 
forming Arts. Rudy Behlmer, who previ- 
ously compiled an engrossing selection of 
the memos of David O. Selznick, has 
rifled through it to produce a nostalgic 
treasure-chest that recaptures the life and 
spirit of one of Hollywood's top studios in 
its heyday. 

Warner Bros was run as a factory. 
“Let's not get arty about this picture,” is 
a constant refrain. Stop trying for per- 
fection,” Warner told his contract direc- 
tor, Vincent Sherman. “Nobody is inter- 


ested but yourself and I’m sure you are 
not going to pay to see the picture.” R 
Stories that worked as westerns were - 
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seven-year contracts, with options: exer- o 
cisable only by the studio. Rebels like = 
Bette Davis, who vetoed the crummy 
scripts she was sent and told Warner she 
was “ambitious to become known as a 
great actress”, were suspended. : 

The director Michael Curtiz, who gave > 
the studio its most famous film, Casa- 
blanca”; seems to have been Jack 
Warner’s pet aversion. Do not let him 
meddle with the sets, Warner decreed— 
that is what the art director is paid for; do 
not let him take too many pretty shots 
and stop him dressing Errol Flynn “like a 
God-damned faggot”. 

One should not be too hard on. Warner 
Bros. In the depression years, it was the 
ony studio” that” seemed: tO care abou 






ae conscious E pictures: But any hint 
culture was smartly vulgarised. 
Vignettes abound—instructions to 
make sure the studio’s top actresses wear 
bras and “keep their bulbs wrapped up”; 
George Raft subjecting Edward G. Rob- 
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“Casablanca”. Bogart’s fee was $37,000, 
but Ingrid Bergman, Claude Rains and 
Conrad Veidt got only $25,000 apiece. 
And the total cost of immortality? Less 
than $1m—but the studio got better value 
and a better picture from John Huston in 
“The Maltese Falcon” for only $375,000. 


Mr Behlmer’s story ends in 1951 with 
“A Streetcar Named Desire”, the break- 
up of the contract star-system and the 
dawn of the freelance actor. Out of a 
vanished era he has fashioned a memora- 
ble book about a studio whose movies, by 
and large, are themselves memorable. 


HISTORY AND BIOGRAPHY 


Jewish history 


A dose of DDT 


THE ROAD FROM BABYLON. By Chaim Raphael. Weidenfeld & Nicolson. 294 pages. 


£16.95. 





‘or oriental Jews, the road from Babylon 
to Israel in the 1950s proved no less 
painful than the road to Babylon some 
2,500 years ago. If any romanticism were 
involved in the return of oriental Jewry to 
Israel, it was soon doused by the doses of 
DDT that welcomed the bewildered new- 
comers. The chemical was designed to 
destroy all infectious diseases which the 
newcomers might be carrying. Israel was 
supposed to be a melting pot, in which 
immigrants should mingle together in 
equality to form a new nation. DDT sym- 
bolised something far removed from any 
notion of equality. It suggested that ori- 
ental Jews should integrate into Israel by 
leaving their diverse cultures and tradi- 
tions behind. 

As if that message were not clear 
enough, David Ben Gurion clarified it. 
As late as 1966, when Ben Gurion was no 
longer prime minister, he said: “We do 
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not want Israelis to become Arabs. We 
are duty bound to fight against the spirit 
of the Levant, which corrupts individuals 
and society.” This warning was not ad- 
dressed to Jews from Europe. The un- 
comfortable position of oriental Jews in 
modern Israel forms the background to 
Mr Raphael’s account of the history of 
these Jews. 

His study begins with the conquest of 
Jerusalem by the Assyrians, and the car- 
rying-off of the Jews into captivity in 
Babylon. Mr Raphael is fascinated by 
their ability to endure numerous hard- 
ships under a succession of Muslim rulers. 
His account makes it apparent that the 
survival of Jews through the ages owed 
much to qualities which, Mr Raphael 
claims, western orthodox Jews do not 
possess. The Jews of the East were enthu- 
Siastic participants in the renaissance of 
learning in the arts during the first period 
of Islamic expansion, in the seventh cen- 
tury, which was further enriched by the 
Islamic conquest of Spain in the eighth 
century. This marked the beginning of a 
“golden age” in which Jews participated 
fully in both social and cultural life. 

In the early Middle Ages most Jews 
were of oriental origin, but the rapid 
expansion of East European Jewry was to 
change this. By 1900, and up to the 
Holocaust, oriental Jews made up only a 
tenth of world Jewry. Today, although 
they form more than half of the Israeli 
population, they make up less than a fifth 
of Jews worldwide. 

Mr Raphael's account of the history of 
oriental Jewry is more impressive than his 
account of the present. In 1977, for the 
first time in Israel's history, the Likud 
party came to power, with support from 
oriental Jews. Mr Raphael is aware that 
something fundamental has changed in 
Issael since the 1970s. But when discuss- 
ing the recent “upsurge of ethnicity” in 
Israel he leans too heavily on the inter- 
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The History of 
N.V. Philips’ 





en 
Volume I: The Origin of the 
Dutch Incandescent Lamp 
Industry Tila 


A. HEERDING n 
Translated by 
DEREK S. JORDAN 


The first & a projected three- 
volume history of a multi-national 
company of major importance. This 
volume, originally published in 
Dutch in 1980, analyses the early 
economic and technological 
development of the Dutch 
electrical industry, prior to the 
establishment of the Philips 
company itself in {891. The origins 
of Philips are placed firmly in their 
international scientific and 
industrial context, and Dr Heerding 
explains how the rapid rise of the 
company to a position of European 
and, ultimately, global importance 
was dependent upon a remarkable 
combination of technical, 
commercial and financial expertise. 
350 pp. 0521 321697 £30.00 net 
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such a hullabaloo that 17 years were let 
pass before the next instalment, Charles 
Cruickshank’s SOE in the Far East (Ox- 


Cloak and dagger 


Writing the history of the special opera- 
tions executive (SOE), the secret service 
that dealt in sabotage and subversion 
from July 1940, to January 1946, is a 
tricky busħmess. Not much was written 
down at the time, and most of what was 
appears to have been destroyed. SOE 
was, necessarily, deadly secret while it 
existed. Its leaders sometimes made mis- 
takes. Some of these mistakes the gov- 
ernment has perhaps found it prudent 
not to admit. Moreover, SOE attracted— 


may even have sought out—a number of 


harum-scarum personalities, rapscallions 
whom Whitehall would never want to 
say it had employed. 

Those of its papers that survive are 


now supposed to be under the control of 


the Foreign Office, the wartime supervi- 
sor of SOE’s rival, the secret intelligence 
service (SIS). Relations between these 


two organisations make the world of 


John Le Carré look simple. SOE was 
formed by the fusion of a small part of sis 
with a branch of the military-intelligence 
department of the War Office and a 
propaganda section of the Foreign Of- 
fice. All three elements got on badly at 
first. sis had a professional reason for 
distrusting SOE: intelligence agents need- 


pretations of others. It is necessary to rely 
on secondary sources in reconstructing 
the past; it is not when writing about the 
present. His attempt to find continuity in 
the face of crucial changes does not do 
justice to this subject. 


August Strindberg 
Miss Julie’s father 


STRINDBERG. By Michael Meyer. Secker 
& Warburg. 651 pages. £25. 


The Swedish writer, August Strindberg, 
is known in the English-speaking world as 
one of the most original and influential of 
late nineteenth-century dramatists. A 
younger contemporary of Ibsen, his plays 
were more innovative and his intellectual 
curiosity more wide-ranging than the 
Norwegian’s, although only a handful of 
his plays—“The Father”, ‘Miss Julie” 
and “The Ghost Sonata’’—have entered 
the international repertory. His total out- 
put, however, was vast, and its quality 
variable, not least because he diffused his 
talent across so many fields: poetry, nov- 
els, criticism and essays. 

Strindberg wrote so much because he 
depended on his pen for his living: the 
poverty of his early years forced him into 
ill-paid journalism; financial security 
came late in his career. His erratic domes- 


ed conditions as calm as possible, while 
saboteurs were all but certain to bring 
police inquiries in their wake. 

Personal antagonisms no doubt made 
things worse. But there is no need to go 
as far as a recent BBC programme, “All 
the King’s Men”. This argued that a 
high-ranking sis man devoted a lot of his 
time to undermining the rival show. The 
programme seems to have been led 
astray in part by the machinations of a 
double agent, long since dead, who 
worked for both the British and the 
Germans, and pretended to have worked 
for both SOE and sis; in part by the 
tendency of old men to embroider their 
exploits; and in part by some fragments 
of archive that have spilled over—no 
doubt by mistake—from the deception 
service into the public records office. 
Nothing which emanates from a decep- 
tion service can ever be taken at face 
value, or understood without consulta- 
tion with those who composed it. 

Few officially authorised histories of 
SOE, written from the archives, have so 
far appeared. The first was this review- 
er's SOE in France (HMSO 1966, now out 
of print in Europe), which was with- 
drawn soon after publication and caused 


tic life, which included three tempestuous 
marriages and five children, was expen- 
sive; so were his peregrinations about 
Europe, and his taste for good clothes 
and absinthe. But the range of his output 
was as much a matter of choice as of 
necessity, for Strindberg had an insatiable 
intellectual curiosity—and whatever in- 
terested him he tended to write about. 
Normally it is an artist’s work that 
justifies interest in his life. But Strindberg 
was rather like Byron or Wilde or D'An- 
nunzio—the life makes for a picaresque 
tale in itself. Take, for example, what was 
to be the trigger in 1888 for “Miss Julie”: 
his brief stay in a run-down Danish castle, 
which was owned by a concertina-playing 





A dramatic life 


ford University Press 1983). This was a 
calmer as well as a shorter book, involv- 
ing fewer newspaper idols and making 
only one startling revelation: that an SOE 
agent in China, where SOE was forbidden 
to operate, had cleaned up £77m (some- 
thing over £900m at today’s prices) on 
the black market. 


Mr Cruickshank’s SOE in Scandinavia 


(Oxford University Press 1986, £15), an- 
other official history, maintains the same 
moderate tone. In Mr Cruickshank’s 
view, SOE did passably well in a series of 
side-shows—providing some 
steels and ball bearings from Sweden, 
indispensable for the armament indus- 
try, and arming those Danes who needed 
arming (a bit late). Also, it “may have 
prevented Germany from winning the 
war” by disrupting the Germans’ atomic 
bomb programme. Nine Norwegians did 
this, in a pair of classic sabotage coups, 
by blowing up a few essential machines 
at a heavy-water plant near Rjukan, west 
of Oslo, and sinking a ferry that con- 
tained some of the plant’s finished prod- 
uct. A service that could bring off such 
feats must, on balance, have done hu- 
manity some good. 


special 


M. R. D. Foot 


countess, and run by her drunken half- 
brother, who practised hypnotism and 
levitation and took a gun to Strindberg 
when his teenage sister accused the writer 
of raping her. Strindberg’s friends includ- 
ed Gauguin, Munch and Delius; among 
his correspondents were Zola and 
Nietzche, while in the Scandinavian artis- 
tic colony of painters, writers and free- 
love groupies over whom he held guitar- 
strumming court at the Black Pig Tavern 
in Berlin, were figures as bizarre as 
Strindberg himself—the dazzling nym 
phomaniac Dagny Juel and the Polis 
novelist and painter Stanislaw Przbys- 
zewski, described by a friend as the most 
melancholy alcoholic in the world. 

The author never sensationalises his 
material, nor does he traffic over much in, 
anecdote. All is contained in a sober, 
measured, yet at the same time engross- 
ing narrative. He makes no attempt to 
gloss over the disagreeable sides to 
Strindberg’s personality: his hysterical 
jealousies and suspicions, which did much 
to destroy his marriages and alienate 
many of his friends; his gross ingratitude 
to people who had tried to help him; his 
overweening arrogance, occasional rac- 
ism and frequent, neurotic anti-feminism. 
Strindberg’s daughter, Karin, wrote later 
of her father, “Despite everything he was 
a good man.” Not exactly the judgment 
one is inclined to make after reading Mr 


Meyer's biography. 
Summer Books continues overleaf 
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_ Managing In The Service Economy 
James L. Heskett 
The focus: the service industry, the fastest 


growing sector in today’s dynamic economy. 

The objective: achieving and maintaining a 
strategic advantage. 

Harvard Business School professor Heskett 
penetrates the complex workings of the serv- 
ice industry to forge a ‘strategic service 
vision’ ~ a practical, four-point manage- 
ment framework for success. An invaluable 


| guide for today’s service manager. 
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_ registration” for new securities. 
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: changes i in today’s securities market; and 
| developing a practical strategy for critical 
_ improvements. 


‘must-read ' for corporate managers, 


q investors, lawyers, investment bankers and 


nets Street watchers. 


eens Phone: í (01) 836- 4635. For U.S. 


REPORTS FOR MANAGEMENT, oy 


Motivating 
| Ma 


| REWARDING EXECUTIVES WEH CASH 
OR SHARES 


Share option plans for managementarenow boomin 


both sides of the Atlantic, 
aged by new tax liets to 


practice. This report analyses 


| offered to executives and assesses 


the individual and the corporate viewpoir 
Special Report No. 1053. Price- ine. postage: UK & 
? orth America US$155, Rest ot World £86. 


non-executives in action, at 

increasing pressure for UK boards to fol 
oer and increase non-executive po 
numbe 


haa Report No. 244, Price inc. posta -UK & Europe 


orth = U8$120: Rest of World i Be 


Management b buy-outs continue to. grow. in ‘size and 
number. Their vaiue is expected to double in 1986 from 
last year's total of £820m. In this third edition the report. 


| has been enlarged to appear in Guide form. Designedto | 
| steer buy-out teams through every stage of the | 
| Operation, it offers major sections on tax. and legal 

| aspects, a directory of institutions willing to provide || 
| Sarl , and the case histories of alt important buy-outs, 

| so | 


Price ine. UK & Europe £45; North America usseo Rest 
of World ba ‘i 


| The Personal 


| Pensions Revolution 
| NOW UPDATED 1986 EDITION 


The government's pension proposals have now beer 


| ral modified to retain Hola but nevertheless half th 
oe une shifted to th 


| their Fa mn be on. esin aletan 


contract, the market, providers and- së f 
assesses the future in the ty of the US experience. 
Sp cial Haat i Price inc postage al é Ege is; 


PLEASE SEND: 


(Cl Motivating Management. Special No. 1653 


| Non-Executive Directors. Special No. 244 


o Guide to Management Buy-outs 1986. 

g The Personai Pensions Revolution (Updated). Special No: at 
© Full details of the current range of EIU publications k 
O t enclose payment of US$ aani 


To: «The Economist Publications Limited 
Marketing Department {ENW} 


London: 40 Duke Street USA: 10 Rockefeller Pile 
- London WIA LDW.UK New York, NY 10020 USA 
Tef: 01-493 6711 Tak: (212) 841.5730 


tomes wate ae ems oem i ins main ie ain Gin 




















































nd a A Cassian mot family (i, was waited 
! y in its peng of scp) along 


jl ‘ine, Only two members held aloof: 
t formidable matriarch, Madame 
[ére, who enjoyed the splendour but was 
ptical about its chances of lasting long; 
d. his brother, Lucien, who was left in 
cold. Gratitude is not a political 
stion but Lucien’s neurotic jealousy of 
oleon would probably have kept him 
anyway. ° 
“or the rest, Joseph became king first 
N aples and then of Spain: Louis, king 
Holland; Jérôme, of Westphalia. Na- 
0 ONS favourite sister, Pauline, had to 
content with a minuscule principality, 
lisa with a mere grand duchy. But the 
mbitious Caroline, whom Napoleon had 
arried to the swashbuckling Murat, was 
o be the power behind the throne when 
e succeeded Joseph at Naples. 
The clan, Desmond Seward points out, 
as grasping and unattractive. So was 
more legitimate royalty—the Spanish 











ans paint and sing well. The French 
and cook well. Germans philoso- 
è and write loud symphonies. But the 
l, ah, the novel: that remains the 
erve of the English, the first and best 
10dellers of the form. Samuel Richard- 
s “Pamela”, published in 1740, was 
he first true novel, James Joyce, an 
man writing in English, distilled the 
3 to its quintessence in “Ulysses”, 

lished in 1922. Too many Britons still 
k like this, partly because of insular 
ne languages, partly be- 
e of the narrow way’ literature has 


e beyond Surrey 


ons, for example, or r King George’ 
readful brood. This vein of Podsnappers 


_ does not make Mr Seward’s book any the — 


less entertaining; the censorious asides 
merely add relish to the gossip. But he 
may under-rate the Bonapartes, by no 
means as untalented as he assumes. Jo- 
seph, Louis, even Murat (as his private 
papers show) took their duties seriously. 
Too seriously, because there was no room 
even for a limited show of independence 
in Napoleon’s new Carolingian order. 
Conscription and the Continental System 
ruined the satellite kingdoms and robbed 
their rulers of any chance of putting down 
roots. 

The Bonapartes, Mr Seward con- 
cludes, were gatecrashers, vulgarians in a 
world of legitimate sovereigns who never 
accepted them, perhaps least of all when 
Napoleon married Marie-Antoinette’s 
Hapsburg niece in 1810. But most dynas- 
ties stem from a similar usurpation; wit- 
ness the Tudors. All that is needed to 
provide a patina is time, and that was 
denied the Bonapartes. Only a few years 
after the fall of the Second Empire, that 
most punctilious of sovereigns, Queen 
Victoria, considered marrying her daugh- 
ter, Beatrice, to the young Bonapartist 
pretender, the prince imperial. The Bo- 
naparte family is still extant, but if Sedan, 
like Waterloo, meant the end of empire, 
it was the prince imperial’s death in an 
obscure skirmish in South Africa that 
doomed them as a dynasty. 


supremacy. Few living British writers 
(Graham Greene aside) command world- 
wide respect. At home, the reputation of 
the English novel seems to be in decline, 
suffering from a surfeit of navel-gazing. A 
group of British publishers is trying to 
stimulate readers’ jaded palates by look- 
ing to Europe and beyond. They are 
finding new markets among a new gener- 
ation of readers, confounding the re- 
ceived wisdom that books by foreigners 
do not sell well in England. 

Two things lie behind the growth of 


internationalist publishing in Britain: pa- — 


perbacks and Picador Books. Paperbacks 


are sufficiently cheap for readers to ex- t 


periment with authors they may have 


heard of only dimly. Picador has cleverly — than 
exploited this to build up a list long | ing 








Picador v was Svod in the mid-1970s 
to help its parent, Pan Books, diversify 
revenues away from heavy dependence 
on Ian Fleming’ s James Bond books. Its > 








Liosa wins the war of the books 


success has been due largely to one man: 
the editor, Sonny Mehta. Mr Mehta, an 
Indian, educated in- Switzerland, -the 
United States and B and: 
plan to start an in i 
but struck gold wit l Garcia Mar- 
quez’s “One Hundred Y ars of Solitude” 
and went on from there. 
Latin-American novels, ignored ‘until 
ten years ago, can now be found in 
bookshops all over Britain, perhaps be- 
cause, as Robert McCrumb, the editorial _ 
director of another upmarket publisher, 
Faber & Faber, points out, they are the 
nearest serie to. th ni eteenth-century 










the Chilean Isabelle Allende, niece of the | 
dead president and author of “The House 
of the Spirits” (Black Swan; £3.95), with ‘ 
the Cuban exile G. Cabrera Infante and 
with Manuel Puig, the Argentine author 
of “Kiss of the Spider Woman” (Arena; 
£2.95). oe è 
Britain’s. foreign- ub ishing b boom was 























C Bie anions from 

nericans themselves 
jut their language 
not commission- : 
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Islamic fundamentalism. It will not go away, 
it cannot be ignored, it must be understood. 

Springing from a region of major impor- 
tance, and tragic instability, it affects us all. 
It is a force of towering strengths and explosive 
contradictions. i 

A profoundly conservative religious 

=e movement, it is, at the same time, a pillar of the 
Saudi Arabian paar and a driving force behind revolution, terror and 
assassination. 

Not by nature anti-western, or anti-capitalist, it is pro-muslim. By its extra- 
ordinary power to embody religious, social and economic drives, it becomes a 
channel of expression, and a catalyst of protest. 

What are the realities behind the caricatures? 

To answer this question a team of leading scholars drawn from Oxford and 
other major universities has worked for the last year. Their findings are now 
presented ir: a major Oxford Analytica study ‘Islam in Perspective: 

This detailed and authoritative work first examines the basic tenets 
of Islam,and then proceeds to explain its impact on social economic and political 
events, country by country, in the Middle East, Africa and Asia. 

‘Islam in Perspective provides definite answers to the question ‘what makes 
[slam ‘Islam’? 

If you have a business or personal interest in understanding the forces that 
shape your life, or a need to cope with history before it happens, you 

should read it. | 
' You may obtain a copy by means of the coupon below. 
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selves rely on translated copies when 
y come t@ decide what to publish. 

e received wisdom of the trade is 
at books in German translate well into 
glish, which ,partly accounts for the 
erved success of writers like Günter 
ass and Heinrich Böll. The Czech, 
n Kundera, has been alrpost adopted 
English writer after the success of 
Inbearable Lightness of Being” 
£2.95) and “The Book of Laugh- 
and Forgetting’ (King Penguin; 




















: sae a books translated into 


si aha publishers like 
Abacus and Picador. 

Australian, Peter Carey’s “Ily- 
whacker” (Faber; £3.95) is a funny and 
moving book which many felt should have 
won last year’s Booker prize, Britain’s 
most publicised award for fiction (the 
prize went instead to the New Zealander, 
Keri Hulme, for “The Bone People”, 
Picador; £3. 95). 

Timothy Mo’s latest novel, “An Insular 
Possession” (Chatto & Windus; £9.95), 
and Salman Rushdie’ 'S n s Chil- 





























aiy 1 Philtine they may be raat 
| cosmopolitan character into the 


oder than fact 


ico appears in the world of newspa- 
Ts as a country of debt, rigged elections 
d tortillas. To most t Americans and 
uropeans, that is the sorry image con- 
cup by the cultural leader of 260m 
i h-speaking Latin Americans. To 
exico’s best known. novelist, ! Mr Carlos 
i tes, the image is 

















ign novel not t least because editors 


À hard 







































character. Books in which fact and fiction | 


overlap reveal more. His tenth novel, 
“The Old Gringo” (André Deutsch; 
£8.95), explores that character and ex- 
plains Mexico’s uneasy relationship with 
the giant across the Rio Grande. 

The old gringo of the title is a real 
figure: the American muckraking jour- 
nalist, Ambrose Bierce, whose collection 
of stories, “In the Midst of Life”, has long 
obsessed Mr Fuentes. Bierce disap- 
peared—was presumably killed—in the 
bloody Mexican civil war of 1910. His life 
represents, for Mr Fuentes, a kind of 
symbolic circle linking the worlds of Mex- 
ico and the United States. 

In the novel, Bierce goes to Mexico to 
seek death. The search brings him into 
conflict with two characters: Thomas Ar- 
royo and Harriet Winslow. Arroyo could 
be any one of the generals surrounding 
the revolution’s leader, Francisco (Pan- 
cho) Villa: he is the man who will hasten 
Bierce’s death. Harriet Winslow is the 
American east-coast brahmin “who had 
come as schoolmistress to a hacienda she 
had never seen and which no longer 
existed to teach English to children whom 
she didn’t know anything about even if 
they did exist’: she is the woman who 
postpones Bierce’s death. 

The novel shows these three figures 
coming to recognise their limitations, and 
in so doing, each casts light on the charac- 
ter of Mexico and the way Americans 
perceive it. Harriet is forced to abandon 
her puritan desire to teach Mexicans 
democracy and how to brush their teeth, 
Arroyo comes to accept his Indian heri- 
tage in a land where over 90% of the 
population are of mixed blood. Bierce 
learns a lesson that is another characteris- 
tic theme of Mr Fuentes: that, for Mexi- 
cans, death is not just the end of life; it is 
the point from which life springs. 

Mr Fuentes is usually labelled, along 
with Gabriel Garcia Marques, as the 
founding father of “magic realism”, Latin 





magical in it. Two of the most extraordi- 
nary scenes do not come from Mr Fuen- 
tes’s imagination at all: they are based on 
chronicled events. In the novel, Arroyo’s 
tagged forces capture hundreds of gov- 
ernment troops. Arroyo gives them a 
chance to escape: if they can run 100 
yards to the camp ‘walls and scale them, 
they can go free. But he will shoot at them 

un 3 anid climb. Fhe PP goes 


which pe have never seen a belere. Even = 


stretch credulity. But there is little that is 


tually, they break into a dance, their - 


spurs breaking up the polished parquet 
floor. That scene, too, really happened— 
to Emiliano Zapata’ s troops when they 


were billeted in the houses of Mexico 


City’s aristocracy. 

For Mr Fuentes, the scene Be a crucial 
one, not just for the nov 
Mexico, Give him the | 


Since independen >, Latin America has 
tried to legitimise itself by putting on the 






masks of European or Latin-American pro- 


gress because we are incapable of looking at 
ourselves in the mirror—like the men of 
Arroyo-——and of realising what we are— 
basically a multi-racial and poly-cultural so- 
ciety that springs from the Indian world. The 
Americans don’t have a Middle Ages, We 
do. Our political vision of the world is 
informed by St Adal and St Thomas 
Aquinas more than by Jobn Locke or Adam 
Smith. We come from the Renaissance, 
from the discovery of the new world. We 
come from the Baroque, our response to the 


Counter Reformation. We have always been 


hiding behind masks in Latin America, be- 
hind the masks of Rousseau, of Montes- 
quieu, of Marx, even behind the mask of 
Milton Friedman, for God's sake. The revo- 
lution tears away the masks. 


Rebecca West 
Wilted 


Is it a mistake to publish a book which the 
author never chose to finish? Posing th¢ 
question in her afterword to “Sunflower” 

Silo £9. Pan a Glendinning de- 
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yS som thing’ to ‘be learned 
wo “from an Gan , the. life, and even the 
confusións: nd failures of a a great wom- 












America’s contribution to the modern rapt 


novel. The label is becoming increasingly 
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“The. Last Summer”, published 
), it is unlikely to enhance the 
"s standing. On the contrary. “Sun- 
wer” will confirm a good many read- 
feelings that Dame Rebecca West 
something less than a great novelist. 
her “The Birds Fall Down” nor “The 
Return of the Soldier” i improve on second 
e ding. “Sunflower” is barely tolerable 
the first time. 
$ Sunflower Fassendyll is an actress 
amed for her beauty rather than her 
rains. A moronic mind is not necessarily 
insėnsate one, and a protracted love 





The three- o ume 1 report. of the Royal Conttinission on the 
; <a pomi Hor Canad = Snes 





ffair with the cruelly clever Essington 


| ‘portrait of H. G., Wells) has given her a _ 
crippling sense of inferiority. Francis Pitt - 
{Lord Beaverbrook, with whom West 


had a brief and surprising entanglement) 


- may not be everybody's dreamboat. Even 


Sunflower is driven to admit that “This 
man is horrid.” But his desire for her, 
coupled with a respect conspicuously 
lacking in Essington, stimulate an interest 
which soon becomes an obsession. 
Sunflower, contemplating consumma- 
tion in lavishly sexual images over a good 
many pages, seems to be on the brink of 
achieving it when the book comes to an 
abrupt end. West’s notes make it clear 
that Sunflower’s expectations were to be 


thwarted, and that the book’s message | 
was to be that liaisons with great men lead 


to sexual misery and domestic servitude. 

Much of “Sunflower” was written 
while the author was undergoing analysis 
about her sexual fears. Much of the book 
is marred by the tedious dream-language 
of self-analysis. When Sunflower pictures 
herself with Pitt, she sees: 


the caverns that echoed the barking of the 
borzois, the grapes on whose shadows they 
had trodden at her door, the white arch of 
the love that proceeded from her when she 
touched his hand...the likeness of a 
sphinx, crouching in a vast desert and thick 
darkness. 








ent sig c's for Canada isa 
pas es tn | 


















eventy-two volumes of ran študie prepared for the 
mmission. provide. in-depth background to the issues raised 
‘in its controversial report: free trade with the US, resource — 
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~ Individually priced 
Fora complete list of research studies, contact 
| The Sales Manager 


SJA St. George Street, Toronto, 


Contario M55 146 


“soniids like second-rate waffle. 


_ (who is also: 
: minister withou 


closer to the Elysian 


ny, Mr Grass will be there. 


| ny. The “false °50s”, 


















Shrewdness and wit were part of the 
author’s. make-up, but are not of Sunflow- 
r's. Rebecca. West did not suffer fools 
gladly: it is not surprising that she was 
incapable of creating a convincing idiot as 
her alter-ego. 









































| Ginter Grass | 





Diary of a Snail 


Giinter Ga has dropped his tin drum. 
West Germany’ s best known novelist 

ort of extraparliamentary 
rtfolio) says he is 
determined to leave the ntry and live 
in Asia. Es 










In the eyes of this country’s: intellect al 
jetset, pontical engagement has become a o 
dirty word .. . That is a throwback to the © 


50s where I have my roots. But at that time 
we learnt that it was necessary to step out of 
one’s personal sphere in order to achieve 
anything i in society. I am unable to partici- 
pate in the current post-modern muzak. 


Mr Grass’, s -o to leave. West Ger- 





“The She- Rat” Pee hoe ‘on next page). 
Now, at least, as one journalist sarcasti-... 
cally noted, Grass the guru would-be 
spared the attentions of German critics 
unversed in Sanskrit. 

He has attracted enmity throughout his 
career, but his achievement is, in its own 


_Way, as remarkable as that of any other 
German writer in this century. Those 
fond of artists’ league tables may say that 


Thomas Mann (as a novelist) and Bertolt 
Brecht (as poet and pl; ywright) stand 






as cri iticistng Fielding fc fó not be Jei wT 


Whenever historians re . 
cal and intellectual life of po war Gera: 








The novel that brought m fame and 


fortune, “The Tin Drum”, wafts the raw , 


stench of the petit-bourgeois kitchen all 
over the house of postwar West Germa- 
in. Mr Grass’s t 
phrase, saw an economic miracle and an ° 
excess of bad faith, dunes the. tin-drum- 







4 day, h have: not he, Many Ge MA ma nan ns, : e | 


A A hard pede to aoe, t then. But 































rass’s powers. “Cat and Mouse” is a 
gem-like example of the German novella; 
“Dog Years” verges on the chaotic, exu- 
i$ berantly overflowing. Bigr 
















NT had been 
e sardine pond”, 
f West Germany’s political 
i establishment, an associate of Mr Willy 


Tin drum muted 


The latest addition to Günter Grass’s | 

| bestiary (Die Rattin, Luchterhand; | 

“1 1DM39) is a she-rat, which enters his ' 
novel as a Christmas present, blasphe- | 
mously usurping the place accorded to | 
Christian deity. The rat is at once an} 
unclean survivor of the Flood and the | 

| scavenging benefactor of man’s failure to | 

| sustain enlightened idealism. | 
The she-rat serves as the narrator's | 
"interlocutor in what is a story-teller’s | 

| goodbye to the world, a fabulist’s vale- | 
4 diction to his own tales , ironically cast as | 
<>F onë of his own yarns. Inside this circle, | 
-Mr Grass unfolds a characteristically | 

_ | complex tale, drawing heavily ou earlier | 
| works, especially “The Flounder” and į 
“The Tin Drum”. 
But. even the best of the stories wear | 
ut Oskar Mazerath, the tin-drumming | 
! : lakes a tired reappearance as a | 
! usinessman grown fat on the | 
“video, trade. Other stories pall as the | 
| plots thicken. Take Malskat, a painting | 
“i faker for those false apostles, Konrad | 
} Adenauer and Walter Ulbricht, who are | 
| imagined as restorers of churches. Oth- | 
ers are too silly even to be rescued by | 
“sarcasm, for example the casting of the | 
chancellor's children as Hansel and Gre- | 
tel in a Grimm-curdling mess. 
The tales fail to match the baroque | 
design, which is a shame, for the novel | 
mises much. There are passages of | 
sardonic brilliance and powerful verse. | 
spake proverbially falls over its shoe | 
i laces; “The She-Rat’’, an attempt to | 
te t novel commensurate with man’s | 
y:for self-destruction, slips up | 
own banana stories. 






















| Brandt and the then-ruling Social Demo- 


crats. Only a poet laureateship could have 
been a worse fate for such an iconoclastic 
writer. Admittedly, Mr Grass’s attempt 
to lay claim to the middle ground between 
the student revolutionaries on the one 
hand and the Christian Democrats on the 
other was perforce moralistic and often 
disappointingly abstract: the figures of 
Dame Revolution and the Dentist Pro- 
gress began to appear in his writings at 
the time, like medieval allegories. 

Although nobody would pretend that 
the two novels of the 1960s, “Local An- 
aesthetic” and “Diary of a Snail”, had the 
ferocity of a shark, they possess enough 
verve and conviction to be read with 
pleasure today. True, the novels tend to 
replace the Catholic bad conscience of Mr 
Grass’s early work with a merely prag- 
matic sensualism. And their main narra- 
tive techniques—-the movie-like cutting 
and intertwining of different narrative 
threads—occasionally fail. The dentist’s 
chair of “Local Anaesthetic” is an unsuc- 
cessful conceit for a seat of learning and 
enlightenment. The snail’s pace of social 
reform cannot be comfortably equated 
with the gradual heightening of sexual 
relations. 

But despite its failings, “Diary of a 
Snail” is central to Mr Grass’s achieve- 
ment. Divagating between fiction and 
reportage, it provides a fascinating and 
personal account of a public event: the 
general election campaign of 1969. Under 
an eye at once melancholy and utopian, 
all Mr Grass’s obsessions are trotted out: 


women, sex, food, German history (espe- 
cially the fate of Danzig and the recent 


past), reformist politics, the buffers of 
reason, 

These characteristic themes are, how- 
ever, explicitly linked here to character, 
amply refuting the oft-repeated nonsense 
that Mr Grass’s work is impersonal. The 
fragmentation of character and the para- 





-doxical search for wholeness through lan- 


guage and sex lie at the heart of his 


: writing. The peculiarly Grassian twist lies 


in the social impulse that carries over into 
his public life: here is a man that loves to 
talk, not only to be heard but also to hear. 


Martin Amis 
The Amis papers 





When Martin Amis went to interview 
Saul Bellow, the American Nobel-prize- 
winner, he suspected that Mr Bellow 
“would speak in the voice I knew from his 
novels: funny, fluent and profound”. He 
did. Similarly, anybody who has read 
Martin Amis’s novels, especially ““Mon- 

ey”, “Success” and “The Rachel Papers” 
will Kin what Mr. Amis will be like: 


crude, warped and adolescent. H 
try to fool us—in “Money”, he ¢ 
cool, self-possessed character calle 
tin Amis—but we know the trut 
Self, Charles Highway, Keith Wh 
the characters in his novels—they i ar 
real Martin Amis. 
His latest book (and his first colle 
of essays) will come, then, as a sury 
The essays are modest and tem 
Even fans of the author may, after 
ing them, return to the novels with T 
newed curiosity and respect. ae 
The subject of “The Moronic Inferno” a 
(Jonathan Cape; £9.95) is America: large. 
sprawling America, full of gaudy energ 
public tragedies, and vast, misshay 
peop “America excited and frightened 
he writes. Increasingly his novels 

ae drawn on this combination of fea : 
and excitement, just as many of the great 
songs of America—from Walt Whitma 
“Leaves of Grass” to Saul Bellow’s ‘ 
Adventures of Augie “March”-—h 
done. Mr Amis’s latest novel, “Mone 
is not just set mainly in America, i 
thick and dense like an American no 
and has the characteristic flaws of 
Great American Novel. As a novelis 
Amis, like Mr Bellow, writes wond 
sentences, though unlike Mr Bell 
has yet to marshal the energy. he u 
es into a coherent whole. But as a f 
journalist-cum-essayist on America 
Amis has no equal. 
He has chosen as his subjects quin 
sentially American stories and peo 
They are all much-written-about subj 
Yet to each Mr Amis unfailingly bri: 
fresh, honest and uncluttered eye. 
analysis of the Sunny von Bulow sto 
none of the evangelical side-tak 
most journalism about the affair (re: t 
ber: Sunny, a rich heiress, was inj 
with a coma-inducing dose of in: 
fingers pointed at her not-rich hust 
Claus, who was eventually found 
guilty of attempted murder in a cele 
ed acquittal). sction. €l 
“Claus’s side”, he depicts Claus: as an 































































































1g? Insulin.”) but not as a mur- 
and not dumb—‘And this was a 
mb murder.” But in “Sunny’s Story”, 
he same thdughts point the other way: 
The mystery is not that such a clever 
an could commit Such a dumb crime. 
he mystery is that he came so close to 
ting away with it.” 

' Amis sees two sides (the fear and 
excitement) in almost eyerything he 
ites about. His essay on AIDS is admira- 
y well balanced. He does not shy from 
ing some of the blame for the spread of 
1¢ disease on the opportunistic promis- 

ity of homosexuals but concludes that 
$ itself is opportunistic. This is the 
ble jeopardy.” 
to be sure, that Mr Amis has no 
ted opinions. He comes down. hard 
American misuse of English. And he 
ipoints what is wrong with writers like 
oan Didion: their best prose “might be 
s from a creative-writing course.” 
And his essays tackle the fears that 
) erica stirs in many outsiders (and in 
some Americans). He is disturbed by the 
political ascendancy of Ronald Reagan: 
‘This is serious. How did it happen?” he 
asks. But the phenomenon of the new 
religious right worries him little: “British 
liberals enjoy being alarmed by the com- 
motion of the American Right, he re- 
‘marks, tartly. 
_ Mr Amis’s most heartfelt assertions are 
left for the man who is the subject of the 
first and last essay in the book, Saul 
Bellow. Mr Amis pays Mr Bellow almost 
too: much homage: “I think that in a sense 
he is the writer that the twentieth century 
has been waiting for.” But the essays on 
im are still a delight. Like Mr Amis, Saul 
Bellow can be quoted for ever: “Today’s 
sychiatrists would not be shocked. 
. ked whom they love best, their pa- 
nts reply in increasing numbers, ‘My 
og’. At this rate a dog in the White 
i se becomes a real possibility.” 

















3 shar Kemal 
old Turkey 


s hii Kemal i is Turkey’s greatest living 
iter. The many translations of his folk- 
e tales of Turkish life give western 
ders a rare glimpse of a people and a 
of life that many still find menacing. 
irst (and = most famous) book, 
med, My Hawk” has just been trans- 
sd into Icelandic. 
le was born i in 1923 i in Turkey’ s wild 
tW here, as a boy, he saw his father 
urdered in a mosque. His a, books 
Abom tt the mountainous € 




























as one of the world’s great storytellers. 

For the past 35 years, Yashar Kemal 
has lived in and around Istanbul, and 
“The Sea-Crossed Fisherman” (Methuen; 
£3.95) is his first novel about Istanbul to 
be translated into English. Another— 
already translated into French as “Alors, 
les Oiseaux Sont Partis’—is languishing 
with his English publisher. The author 
admits that “Memed, My Hawk” and 
“The Sea-Crossed Fisherman” are so dif- 
ferent they could have been written by 
different people. The form of his novels is 
determined by their subject matter. The 
subject matter of “The Sea-Crossed Fish- 
erman” is migration from Turkey’s rural 
heartland to Istanbul—a city whose popu- 
lation has grown from 1.7m to 5.8m in ten 
years—-and the sea, never far from those 
5.8m pairs of eyes. 

From his apartment where he lives with 
his wife Thilda (who is also his English 
translator) and a black cat called Jimmy 
Arap, named after his friend, James Bal- 





dwin, who wrote “Another Country” by 
the shores of the Bosphorus, Yashar 
Kemal has a panoramic view of the Sea of 
Marmara. He likes to spend time with the 
fishermen in the village below his home. 
Neither urbanisation nor the sea spark 
off much of the author's humour. The 
struggle of the migrants is dou, brutal 
and largely doomed to fail. The sea, 
swept by “thousand-eyed cannery ships”, 
is in an agony that reflects the city’s. The 
migrant’s struggle is made harder by 
another theme of the book: what Yashar 
Kemal calls “the inextricable mix of myth 
and reality”. The two main characters— 
the fisherman of the title and a murderer 
on the run—have to cope not only with 
their alien surroundings but also with the 
myths that others weave around them, 
The murderer becomes a notorious gang- 
ster with every spectacular crime falsely 
attributed to him. The withdrawn fisher- 
man 1s said to be the father of mermaids 


yop emorable characters, adventare and hu- 
mour, and have earned him a reputation. 






















holm, " where “Yashar Kemal tved for : 
three years in the late 1970s. His left-wing 
views (he was a member of the central 
committee of the now-banned Turkish 
Workers party and for 12 years a journal- 
ist on the left-wing paper, Cumhuriyet) 
made him a target for the murderous 
gangs then roaming Turkey. He fled to 
Sweden, the country outside Turkey 
where his work is best known, because he 
likes the small-town atmosphere there. It 
is ironic that his life in Turkey has been 
much more comfortable since the military 
coup of 1980 and the subsequent slow 
return to democracy han it ever was in 
the freer 1970s. This year the government 
even gave him an official award in honour 
of his reputation abroad. 000o > 


Amitav Ghosh ope 
An enthralling yarn - 


Mr Amitav Ghosh’s hero, in his novel 
‘The Circle of Reasons”, is a weaver. So 
is Mr Ghosh. The pleasure of his book 
lies in the stories which spin off and then 
are looped back into the. Joose plot. In 
that, he is rightly compared to Salman 
Rushdie: both of them heirs to a tech- 
nique of story-telling in which, as in “The 
Thousand and One Nights”, the skill lies 
in ensuring that the story never finishes. 
The Circle of Reasons” is Mr Ghosh’s 
first novel. In India, it has received less 
than its due acclaim. Indians, particularly 
Mr Ghosh’s fellow-Bengalis, are ambiva- 
lent about people who write in English. 
There is a thriving literature in Bengali, 
and some people in Calcutta will not 
accept that Mr Ghosh is a Bengali novel- 
ist, even though Bengali writers, like 
Rabindranath Tagore, have influenced | 
him. But for people . like- Mr Ghosh, 
writing in English is not a rejection of s 
their mother tongue: English is the moth- 
er tongue of the Indian elite. 

This puts Mr Ghosh in a tricky posi- 
tion. He is writing for a largely non- . 
Indian audience about Indian matters. 
He says, for instance, that it is difficult for 
anybody who has not been through the t 
sort of debates that Indian socialism in- ¢ 
dulged in during the 1960s and 1970s to 
understand one of his main. themes: that 
you cannot apply re tional: ‘solutions to 
problems while ignoring he history. of the 
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Do transnational corporations with business in South Africa help 
sustain or erode apartheid? 


This and related issues were torn apart and examined at the 
United Nations on September 16-20, 1985 during the Public Hearings 
on the Activities of Transnational Corporations in South Africa and 





often commit. It tells — agence fj 
clichés ~ and when they can safely be used. It 
gives helpful guidance 







ve on the use of 
mibia. A panel of eminent diplomats and political influentials heard punctuation, 
from more than 50 informed persons, examined documentation, and abbreviations, We 


made their recommendations. 


Now, those recommendations, the verbatim transcripts of the 
hearings, the written statements of the participants, a representative 
listing of country, state and municipality laws and regulations regarding 
investment and trade with South Africa, as well as a comprehensive 
bibliography for further research, are available in four volumes from 
United Nations Publications. 

Ideal for executives with interests in South Africa, international 
lawyers, world government leaders, students and educators, these 
volumes will aid in policy and opinion formulation. 


Volume One, The Report and Recommendations of the Panel of 
Eminent Persons, is available for $65.00. The series of four volumes is 
offered at $200. Send check or purchase order. 

For more information, or to order, write UNITED NATIONS 
PUBLICATIONS, Room DC2-853, New York, New York 10017. 












“Jargon: avoid it; you can still be precise” 

















it supplements its prescriptions with useful 
reference material covering weights and measures 
and the correct spelling of the names of 
international organisations, large companies, 
countries and their currencies, states, provinces 
and cities. 

Other reference entries include common 
business abbreviations, laws of nature and of 
experience, and economic definitions. 

This will be an invaluable reference work for 
anyone who writes books, essays, p papers or 
articles. 
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character becomes obsessed with the idea 
of disinfecting a village with carbolic acid, 
and is eventually killed by an alliance 
between the local bigwig, whose pre- 
eminence he threatens, and the police, 
who believe him (quite rightly) to be an 
“extremist”. 

The book isän tree parts: it moves 
from Bengal to mythical place of eccen- 
tric sheikhs, oil and migrant labour called 
Al Ghazira, to El Oued in Algeria, a 
small town in the north-east of the Sahara 
desert. The main character, a silent, pota- 
to-headed boy, is pursued from place to 
place by a bird-loving policeman, whose 
job depends on catching the last of the 
extremists. In each place, reason—sym- 
bolised by a copy of “The Life of Pas- 
teur”, which appears in Bengal and re- 
emerges through a series of coincidences 
in El Oued—struggles and fails to impose 
itself on a disorganised world. 

The Middle Eastern locations are cho- 
sen partly because Mr Ghosh liked them. 
But the migrations of plot reflect another 
of Mr Ghosh’s preoccupations—that ex- 
ile, or restlessness, is the normal condi- 
tion of people in Asia and the Middle 
East. It is only the Europeans, he main- 
tains, for whom “home” is an attribute of 


Pungent Punjab 


Mr Kushwant Singh used to be known as 
a writer. Now, he is known as a Sikh. He 
is one of India’s best wordsmiths—an 
essayist, novelist, historian, journalist, 
short-story writer and a translator of 
poetry. But the political mess in Punjab, 
plus a seat in the Rajya Sabha, the upper 
house of Parliament, have made him a 
political figure. 

Mr Singh, who is 70, established him- 
self as a writer with some short stories 
and a couple of novels on Punjab. His 
“Train to Pakistan”, a short and painful 
account of the effect on a Punjabi village 
of a massacre that took place during 

artition, is one of the best of modern 
ndian novels. “I Shall Not Hear the 
Nightingale” examines how a Sikh boy 
becomes a terrorist, and the effect it has 
on his family. It is about opposition to 
British rule in Punjab, but might have 
been written today: the same elements 
remain: the assumed macho of insecure 
adolescents, the gang mentality, the 
pseudo heroism. 

First a lawyer, then a diplomat, then a 
journalist, Mr Singh turned into a politi- 
cian. He got in, as he says, through the 
back door. He was editing one of India’s 
best known magazines, the /Ilustrated 
Weekly, at a time when Mrs Gandhi's 
younger son and heir-apparent, Sanjay, 
was being vilified in the press (with good 
reason: he did more to lower the moral 


standards of Indian politics than any- 
Body since independence). Mr Singh 
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a particular place. For Arabs and Asians, 
home is something you construct wher- 
ever you happen to be. 

Mr Ghosh himself lacks roots. His 
family came from what is now Bangla- 
desh, but moved to Bihar in north-west- 
ern India. Until partition, the sons always 
went back to the original village to find a 
bride. Mr Ghosh’s father was in the 
foreign service, and was posted to Dhaka, 
so Mr Ghosh coincidentally spent some of 
his childhood in Bangladesh. He has also 
lived in Sri Lanka, Britain, Egypt and is 
now based in Delhi. 

But, he maintains, it is not just civil 
servants moving at the government's bid- 
ding who shift around. Look at the names 
in any small Indian or Middle Eastern 
village: you will find that they are a 
collection of migrants from different 
states and countries. This is not peculiar 
to the twentieth century. Merchants oper- 
ating the trade routes between Asia, 
Africa and Europe were at home across a 
vast geographical spread. The great 
movements of people that have changed 
Asia are only partly the result of wars or 
the partition of India (which created Mr 
Ghosh’s village of East Bengali Hindus in 
West Bengal). They reflect the restless- 


thought he could not be all bad, met him, 
was charmed, and gave him his support, 
even through the state of emergency in 
1975-77. The rewards were the editor- 
ship of the Hindustan Times and a seat in 
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Not much Sikh humour ; 
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ness which created the trade routes long 
before the British Raj. The restlessness of 
Indians creates its passion for transport, 
packing the trains, buses and roads. 

Al Ghazira takes migration to ex- 
tremes—as the real Gulf states do. Mon- 
ey has sucked in an international work- 
force: the combination of the two is 
destroying the traditional society of the 
Gulf. Whence emerges Mr Ghosh’s third 
theme: the nobility and pathos of people 
from an old world trying to cope with a 
new one. Mr Ghosh is an admirer of 
Sheikh Shakbut, the former ruler of Abu 
Dhabi, on whom Al Ghazira’s ruler, the 
Malik, seems to be modelled. Sheikh 
Shakbut insisted on getting his oil reve- 
nue in suitcases full of cash, wanted to 
keep the oil companies out, and refused 
to sign treaties with the British until they 
sent gunboats. 

The Malik, who tries but fails to fry a 
British diplomat in oil, escapes the gun- 
boats. He informs the British viceroy in 
India (who is known to be a student of 
native customs) that the resident had 
burst in on an ancient ant-frying ceremo- 
ny, and that British tactlessness has there- 
by jeopardised the relations between the 
two countries. 


the Rajya Sabha. 

Both are now lost. Mr Singh resigned 
from the Hindustan Times, but contin- 
ued to write a column for it which 
combines malice, wit and sanity, and 
which Delhiwallahs, wearied by politi- 
cians’ humbug, look to for frankness 
about the confusion in Punjab. The col- 
umn stopped earlier this year, after Mr 
Singh (in another newspaper) called the 
Hindustan Times the worst daily in Del- 
hi. But people stopped reading the pa- 
per, so the column was reinstated. 

Mr Rajiv Gandhi, whose antipathy to 
his brother and his brother's associates is 
well known, dropped Mr Singh from the 
Rajya Sabha. Mr Singh asked the Sikh 
political party, the Akali Dal, to nomi- 
nate him for a seat; the Akalis gave him 
to understand that they would but, at the 
last moment, dropped him. 

Mr Singh is an uncomfortable figure 
for the Akali Dal, because he is attended 
to. He is perhaps the best authority on 
Sikh history, and a public figure. He is 
also a militant agnostic whose béte noire 
is religious humbug. The Akali Dal’s 
authority stems from being the party of 
the Sikh religion. While trying to impress 
upon the government the importance of 
the Akali Dal, Mr Singh attacks the 
factionalism and hypocrisy of religious 
politics, 

India would not pay so much attention 
to him if he were not funny. There are 
few witty writers in India—according to 
Mr Singh, because Indians do not like 
laughing at themselves. The secret of his 
success? Beard dye, he says. 
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Half-term report 


After two school years wrecked by dis- 
ruption, Britain’s teaching unions and 
their local-authority employers have 
reached “agreement”. But is it really the 
breakthrough they claim? No. 

The biggest questions remain unan- 
swered: how will teachers’ pay be deter- 
mined; what will their contracts be; for 
how long will they be required to cover 
for absent colleagues before another 
teacher is called in; how many hours a 
year will they work? About the only firm 
part of the document is the one saying 
how much teachers will be paid from next 
January. And that, it is estimated, will 
cost an extra £2.85 billion over five years, 





even if other public servants don’t leap on 
the bandwagon, as they will. Which raises 
the other big question: will the govern- 
ment pay up? 

e Teachers’ acceptance of the principles 
behind the new proposals is indeed a step 
forward. They now admit the need for 

f regular appraisal of their performance, 

\ linked to more in-service training; local 
authorities look determined to set up a 

pilot project by the autumn, to get the 

money the government has set aside for 
this purpose. Teachers’ duties will, at last, 
be spelled out in their contracts. The 
largest union, the National Union of 
Teachers (NUT), has dropped its earlier 
refusal to negotiate pay and conditions of 
service together. The new salary scales, 
with a single professional grade for the 
majority of teachers, should end the cur- 
rent a itction among teachers stuck 
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at the top of their scales. 

Can principle be turned into practice? 
The real work so far has been done not in 
the Coventry bargaining sessions but in 
four working parties—on pay structure, 
appraisal and training, responsibilities 
and bargaining machinery—set up by the 
Advisory, Conciliation and Arbitration 
Service. The texts of their reports, mar- 
gins littered with reservations, show that 
big disagreements remain. One crucial 
example is that the NUT is still reluctant to 
see the need to cover for absent col- 
leagues included in teachers’ contracts, 
despite a recent High Court ruling that it 
is already part of their job. 

The government is playing canny. It is a 
measure of its desperation to achieve 
peace in the schools that it did not instant- 
ly pooh-pooh a document so imprecise. 
The education minister, Mr Chris Patten, 
said a few cautious words; his boss, Mr 
Kenneth Baker, said nothing. Both know 
the teaching unions and their Labour- 
dominated employers’ representatives 
are ready to play politics. The leader of 
the employers’ panel, Mr John Pearman, 
would gladly make the government look 
mean by presenting it with an agreement 
that it cannot promise to finance. 

That £2.85 billion over five years covers 
pay only (new teachers will start at £7,600 
a year; head teachers will be able to earn 
up to £29,500). Other concessions have 
still to be paid for. New limits on class 
sizes and teaching hours cannot be costed 
until these limits have been negotiated. 
So far, the government has put aside only 
£1.25 billion for a settlement, though it 
has not ruled out more. 

Nor is money the only difference. Little 
progress has been made on one vital 
issue: the future method of pay determi- 
nation, to replace the Burnham commit- 
tee. Teachers and employers favour na- 
tional collective bargaining; the 
government would prefer decentralised 
negotiations handled by individual local 
education authorities or even schools. 

- The government also has different 
plans for the new pay structure from 
those entertained by the teachers (and, 
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for the most part, theireemployers). The — 
teachers see the proposed special premi- — 
um payments for about 15% of their 
number as ¢elated solely to extra duties | 
taken on. The government sees them s 
an opportunity for a more market-bas 
approach: for instance, higher pay for 
teachers of subjects in short supply. 

The battle now is for political points. - 
Mr Pearman will suggest that the whole — 
deal will be lost unless the government at 
once agrees to cough up. Mr Baker will 
call for more detailed proposals. He is not 
the only one under pressure for a real 
settlement. Labour-controlled authorities 
are worried that they might next term 
have to start docking pay if teachers 
refuse to cover for absent colleagues; that 
would be embarrassing. Labour’s leader- 
ship, cautious about the cost of its plans — 
for everything else, is anxious that the — 
bills should be ready in time to embarrass — 
the present government, not a future 
Labour one. 


Crown and government 


Did they or 
didn't they? 


So did “the Palace” want the Queen’s — 
views—real or alleged—of Mrs Thatcher 
and her policies made public, through the 
Sunday Times, or not? The row still 
rumbles on. 

On Monday The Times carried a letter 





Neil says they did 
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BRITAIN 


from the Queen’s private secretary, Sir 
William Heseltine. He admitted that Mr 
Michael Shea, her press secretary, had 
indeed talked to the Sunday Times. But 
he denounced as “preposterous” the sug- 
gestion that the Queen would depart from 
three crucial constitutional points: (1) 
that she has a duty t counsel her govern- 
ment, and therefore the right to have 
opinions on government policy and to 
express them to the prime minister; but 
(2) whatever her opinions, shg is bound to 
accept and act on the advice of her 
ministers; and (3) she is obliged to treat 
her communications with the prime min- 
ister as entirely confidential. 

It was equally preposterous, said Sir 
William, to suggest that any member of 
the Queen’s household would reveal her 
opinions on government policy to the 
press, even if he knew them—which, 
quoth Sir William, Mr Shea does not. He 
claimed that nothing Mr Shea said “could 
reasonably bear the interpretation put 
upon it” by the Sunday Times; that pa- 
per’s supposed reports of the Queen’s 
views were indeed, as the Palace had 


claimed on the night the first edition 


appeared, “without foundation”. 

Phooey, said the Sunday Times's edi- 
tor, Mr Andrew Neil, in a letter published 
in The Times the next day. Mr Shea had 
been closely involved in preparation of 
the article, and if he, the Queen's official 
voice, was really so ignorant, why was he 
briefing the Sunday Times anyway? The 
Palace had not only had the feature 
article based on the briefing read back in 
full but also knew the main elements of 
the accompanying front-page story 
[which drew attention to it and its 
implications]. 

So the Palace had had “ample opportu- 
nity . . . to undo the damage” of its own 
attempts to play with fire. Yet officials 
did not try to prevent publication. Had 
Mr Shea or Sir William made representa- 
tions to him, Mr Neil said, he would have 
“responded positively”. 

All of which reads much like any stan- 
dard piece of kite-flying; except that the 
flier was in the Palace, not some West- 
minster cubby-hole; that the traditional 
denial which both parties tacitly know to 
be false was later taken dead seriously by 
those who issued it; and that the newspa- 
per concerned, remarkably, would, after 
all, have been ready not to notice the kite 
if somebody had asked it nicely. 

And—trather more important—that the 
three principles enunciated by Sir Wil- 
liam Heseltine are indeed very widely 
viewed as, in his word, “axiomatic”, the 
sort of things that one does not lightly fly 
kites around. That view may be over- 
done, but no wonder some Conservative 
MPs, before they headed for the beaches, 
were calling for Mr Shea’s head. 
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Northern Ireland 
The law in the dock 


The gunmen of the IRA are up to their 
elbows in blood: they murdered three 
more Ulster policemen in a single inci- 
dent last weekend. But the hands of those 
who face them are not entirely clean. 
Witness the Stalker affair, and the case of 
the Birmingham bombers—if that is what 
they were. 

Both affairs have rightly raised unease 
in Britain—and could do more than that 
in America. The extradition treaty that 
will supposedly enable Irish terrorists to 
be returned to United Kingdom justice 
entitles American courts to ask whether 
they would get a fair trial. On past form, 
some American judges would gladly find 
any excuse for answering no. 

In Northern Ireland itself, terrorist trials 
are handled by a single judge without a 
jury. The reasonis fear that no jury could be 
found to return an unbiased (or unterror- 
ised) verdict. But justice often looks odd. 
Police methods can look odder still. 

In 1982 officers of the Royal Ulster 
Constabulary shot six people dead at 
road-blocks and in ambushes. Five were 
openly mourned by terrorist groups. The 
sixth, a lad of 17, was said by police to 
have been handling rifles in a hay shed. It 
was at the time widely alleged that the 
police were shooting to kill suspects 
against whom they could not assemble 
proper evidence for a trial. It was also 
suggested that British security operations 
had been extended unlawfully across the 
Irish border. 

Some Unionists were perfectly happy 
with both these suppositions. But the 
authorities tried to stop public discussion 
of them by putting four policemen on trial 
for murder. In 1984 they were all acquit- 
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irish terrorists bombed Birmingham—but which ones? 
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ted; three were congratulated by the 


judge for sending their victim to the ‘“‘final 
court of justice”. But the discrepancies in 
some of the police evidence were so 
glaring that an English policeman was 
called in to make a report. He was Mr 


John Stalker, the deputy chief constable 


of Greater Manchester. 

Mr Stalker took his job seriously. His 
preliminary inquiries made him ask for 
access to some highly-classified informa- 
tion. He went on to ask that two senior 
RUC men be suspended from duty, and 
prepared a list of questions for the RUC 
chief constable, Sir John Hermon, and his 
deputy, Mr Michael McAtamney. None 
of these requests was granted. In May this 
year Mr Stalker was himself pulled off the 
case and suspended from duty, while he 
was himself investigated by Mr Colin 
Sampson, the chief constable of West 
Yorkshire, who was also told to take over 
the Ulster investigation. 

The allegations against Mr Stalker have 
nothing to do with Northern Ireland, but 
concern his supposed association with 
“undesirable” people in Manchester. A 
flood of leaks and rumours has made 
these accusations appear trivial, mali- 
cious or both, an attempt to nobble Mr 
Stalker. The result has been to strengthen 
the suspicion that for six weeks in 1982 
one of the RUC’s special teams was indeed 
encouraged to take the law into its own 
hands; that operations under that policy 
were botched; and that the policy was 
then abandoned and vigorously hushed 
up. If so, the policemen in charge should 
be fired. But that would not repair the 
damage done to the reputation of the 
Ulster courts which, even under the ap- 
palling pressures of judicial life in North- 
ern Ireland, are supposed to consider 
impartially the evidence before them. 

In the Birmingham case, it is British, 
not Northern Irish, police methods that 
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They are the Birmingham Irish- 
who were arrested—and beaten 
mmediately after the worst mass 
der in British history: the public 
se bombings that killed 21 people and 
‘ed 160 others, in their home city in 
1974, The following year they all got 21- 
- year sentences. 
_. The prisoners have long protested their 
innocence. Even their jailers now treat 
them as ordinary, low-risk prisoners. 
That they were beaten up is beyond 
dispute. But the prison officers tried for 
it offence were acquitted, and no po- 
men were charged with it. The prison- 
sought leave to prosecute those who 
rey said had done the beatings. They 
‘were refused it. 
«There is powerful evidence, now drawn 
| together i in a book bya left-wing journal- 


















lin, that their confes- 
nout of ake and that 


Mullin lainis: he has met some sof those 
who actually did (or say they did?) the 
bombings. Even the Home Office admits 
that Mr Mullin’s allegations must be tak- 
en seriously. They must indeed. 


__ London's local government 
: Rotten boroughs 


Local councils in inner London deliver 
-sary cost. That was- athe. message this week 
`: from the Audit Commission, the watch- 
dog that examines English and Welsh 
local-government spending. 
Part of it came in a MORI poll done for 
~~-the commission. This found that, on aver- 
--ige, 53% of people were satisfied with 
he way their borough or district council 
was running their area, only 27% dissatis- 
ut among inner-Londoners the 
e ‘sag satisfied, 41% not. 
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tably less content than others with 

















“capped, street cleaning. 

Yet. _inner-London councils spend 
much more—not less than others: 

larts, adapted from the Audit 
on’s annual report. The trouble 
of them spend it badiy. The 
ccuses them fiercely of: 

nd inefficiency ...On almost 










lready served 11 years each in- 


many services: council housing, educa- 
tion (all levels, but especially secondary 
schools), care of the elderly or handi- 


power, the research councils find that 


Ta ner London spends 


h 400 Range of total spending on local government, 
¢ 1984-85 (£ per resident) 


Ali tiers of local government { eg district 
plus shire }: including London police. 

Width of block relative to population. 
Highest spending area on left of each block. 
lowest on right. 













e-Average "controllable"* 
revenue spending 





inner London. Metropolitan areas 
Outer London 
gutte: Audi Commission 





Shire counties 





all the measures available to the commis- 
sion, the standard of services delivered in a 
number of inner-London authorities appears 
worse than In comparably deprived authori- 
ties outside the capital; and the costs are 
higher, even taking into account London 
weighting. 

The chief executives concerned... 
would claim that little can be done in the real 
world—it is the cost of local democracy. The 
commission considers that other factors are 
at work. Relations between members of the 

authorities and their senior officers are not 
universally on a sound footing, senior ap- 
pointments are not always made on the basis 
of ability to do the job; salaries and condi- 
tions often fail to attract people of the 
calibre needed. 


Translation, though the commission of 
course cannot say it openly: some inner- 
London councils are the loony-left equiv- 
alent of Tammany Hall, and, especially in 
housing, many competent officials dislike 
being expected to act as political tools for 
loonies. 


Science policy 
Doom dismissed 


When scientists forecast doom people 
usually worry. But not when the demise 
the boffins predict is merely their own. 
The Advisory Board for the Research 
Councils (ABRC), which briefs the gov- 
ernment about the funding of civil scien- 
tific research, has presented a dismal 
picture of the future that awaits British 
science if the government's spending 
plans are not revised. It is already clear 
that the report will fall on stony ground. 
While the science budget is increas- 


-ing—from £393m in 1980-81 to a planned 


£650m in 1988-89-——its real value (the 
amount of research bought) will decline 
by 10% over the decade, says the ABRC. 
Increases in the costs of laboratory equip- 
ment and materials are the main cause. 
But apart from this erosion of purchasing 
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~~ {in real terms, 1960-61=100) 
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metropolitan areas: 
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large amounts of their money ari 
going into research at all, or at least 
into British research. 
Because of the venerable age of m 
boffins, the councils have a heavy. 
sions burden. Then there are the tra 
tional costs of slimming-down and rec 
ganising many research establishment 
On top comes the rising cost of subse 
tions to multi-national research. 
jects—from £360,000 for the improbat y 
named European Incoherent Scatte 
Facility near the Arctic Circle to £35m 
year for the CERN particle-smasher nea’ 
Geneva. Exchange-rate movements and 
other uncontrollable things are pushing 
up these contributions, which amoun 
to a fifth of the Science and Enginee: ini 
Research Council ’s spending in 1984-85 
Result: misery, says the ABRC. It r 
ports “a serious crisis of morale in t 
scientific community” as scientists envi- 
ously eye equipment that they cannot 
afford, Britain loses its competitive edg 
in one sais alter another, and: b 


the research councils need. an i extra 
next year, £50m the year after, and £6( 
the year after that to restore the re 
value of the science budget to the level 
1980. | 
The government is unlikely to 
moved. It has just (one year late) 
lished its rather tough reply to a repor 
the science budget from a Commo 
committee. And, in its words, it “ist 
likely to be persuaded of the val 
increasing public investment in scie 
the scientific community .. . can poi 
to. . prospects for increased ona 
wealth. T es 
That one would have e scupy 
stein. Any research | 
clearly be seen to lead s 
marketplace will. probabi 








































































lligence service, MIS, cannot keep 
wn secrets (if it has any). So it thinks 
should keep them for it. The law 
than halfway ready to help. The 
could be perilously close to censor- 
at the whim of Whitehall. 

mnsider three recent judicial hearings. 
last Saturday, the Observer news- 
r won. MIS was seeking an injunction 
‘op it printing revelations by Miss 
y Massiter, a former MIS official, 

out what she thinks was politically- 
; ; Selephone-tapping of a Cam- 





The green lobby wants more public ac- 
cess to the countryside. Many farmers 
and landowners want less. Yet all three 
interests back a report now with the 
-environment secretary asking for more 
= access to Britain’s commons. 
= England and Wales have lim acres of 
_ commons (Scotland has none). Most, 
< despite the name, are privately owned, 
` On many, local commoners have specific 
: rights, such as grazing; and many, in 
practice, are open also to the general 
lic. Yet on four-fifths of the area the 
public has no formal right of access at all. 
< The report, born of two years’ hard 
yargaining between nearly all those con- 
rned, argues that on all commons the 
c should have a legal right to go “on 
oot, for quiet enjoyment”. That would 
me after a five-year transition in which 
; landowners, commoners and local 
iorities involved would work out a 
nagement scheme for each common, 
1 by-laws ‘to regulate, for instance, 








Commoner rights 





for Nuclear Disarmament membe 


: Her allegations, first made long ago on 


television, had been repeated the previ- 
ous Thursday in Parliament by a Labour 
MP (and resurfaced on Monday in the 
High Court, where CND leaders are seek- 
ing a declaration that the tapping was 
unlawful). Faced with that fact, MIS’s 


counsel gave up the attempt. 


But most news that matters does not 
emerge from Parliament. That modest 
victory for the press followed a potential- 
ly far-reaching defeat. In June, MIs got an 
injunction to stop the Guardian and the 
Observer publishing the allegations of 
another former official, Mr Peter Wright. 
The crown argued that Mr Wright had a 
duty of confidence to his former employ- 
er, and that MIs would be badly damaged 
if his revelations were made public. 

That argument was upheld on July 11th 
in the High Court. Press freedom, said 
the judge, was subject to restraints neces- 
sary in the interests of national security. 
And, to do its work, MIS must “not only 
be secure but be seen to be secure”. 

In an ideal world, no doubt. But in 


horse-riding or walking with dogs. If 
they failed to do so, the right of access 
would apply anyway. 

The law would also protect existing 
commons. A law of 1965 supposedly 
does that, by providing for commons and 
the rights over them to be registered. 
But in practice it has sometimes done the 
opposite. If, as is true of many com- 
mons, there are no commoners’ rights 
registered, or if the landowner can buy 
out the rights, he may be able to get the 
common itself deregistered. He can then 
close—or afforest or indeed, if he can get 
planning permission, build on—land that 
may, in practice, have been open for 
centuries. The Open Spaces Society has 
been at war with Walton Heath golf club 
in Surrey over just such a possibility. 

The government refused to change the 
law on commons till everybody agreed. 
Will it act promptly now they have? A 
cross-party group of MPs has written to 
the prime minister calling for legislation 
in the autumn. But there are snags. The 
Country Landowners’ Association and 
the National Farmers Union helped 


frame the report, but two other poten- _ | 


tially hostile interests did not join in. 
Foresters may now want their say; so 
may the Confederation of British Indus- 
try, concerned about mineral rights. And 


the Farmers Union of Wales, the NFU’s k po 


rival there, took part in the negotiations 
but did not accept parts of the report. 
Still, a bill need not take much parlia- 
mentary time; and more Tory seats de- 
pend on the votes of the green middle 
classes than o on Welsh sheep-farmers. 
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tide: ‘tables. Wh :Appea > 
heard the case “last week, it did not repeat 
that part of the High Courts argument. 
But the newspapers still lost, and for 
reasons that threaten the imagined free- 
doms of the press at their roots. 

The court weighed the public interest in 
preserving confidentiality against the 
public interest claimed by the two news- 
papers: ie, in public knowledge of what 
the state is doing and in the exposure of- 
what (according to Mr Wright) was 
wrongdoing. Confidentiality won. The 
public’s right to know got short shrift 
from the court. Even..the exposure of 
wrongdoing did not get far. Yes, agreed 
the court, there was such a public inter- 
est, but the two papers we not seeking 
the right to tell some ¢ t autho 
ity: they wanted to reveal these ons 
matters to the public at large. coca | 

The risk, for the press, is the way such aoe 
judgment could be extended. Virtually all ~ 
leaks—indeed most news stories that 
matter—come from people talking a little | 
or a lot out of turn. The law on confidenti- 
ality can be used both to suppress the 
news and to force the newspaper to reveal 
its source. It has been so usec : Bucking- ; 
ham Palace prevented the Sun new 
printing some royal tittle- tattle in 1982; 
British Steel went after Granada Televi- 
sion and others in 1981; the Guardians 
Defence Ministry mole could have been | 
unearthed in 1983 even if no issue of 
national security had arisen whatever. 

No one suspects the powers-that-be, 
from MIS down to the Little Puddlecombe 
dustmen, of wanting to rush headlong 
into muzzling the press. But the law is 
needed precisely to deal with exceptional 
cases; and, on recent form, in such cases 
it is the would-be censors who are most 
likely to win. 


The Alliance 
stress and strain 
Alliance is not unity. Many Liberals wish 
it were. Not just the rank-and-file either. 


At a weekend candidates’ conference a 
few days after the publication of a joint 



















Alliance policy document, Mr Steel re- 


opened old wounds by going public with 
his wish to have a single Alliance spokese 
Y geie two of 
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Facing coal’s facts 


British Coal has survived its year-long strike only to fall victim to the 


collapse of oil 


ices. It has never got as near profitability as it likes to 


think—and it will soon be even further away 


When Sir Ian MacGregor bows out this 
autumn after three years as chairman of 
British Coal (the National Coal Board as 
was), he will be leaving behind him a 
very different industry from the one he 
inherited. Since moving over from Brit- 
ish Steel in 1983, Sir lan has survived a 
year-long miners’ strike and successfully 
initiated (albeit in accident-prone fash- 
ion) a series of potentially far-reaching 
changes in the structure, competitive- 
ness and labour relations of his industry. 

British Coal now has 40% fewer collier- 
ies and 40% fewer mineworkers than it did 
in the first year of Mrs Thatcher's 1979 
government (see chart). In the past three 
years alone, 60 pits have been closed and 
60,000 mineworkers, tempted by the most 
generous redundancy terms in British 
industrial history, have left the industry. 
Productivity has improved handsomely: 
in its latest financial year, which began a 
few weeks after the strike had ended, 
those 40% fewer men produced 85% as 
much coal as seven years ago. 

British Coal is still far from being the 
profitable operation free of government 
subsidies that Mrs Thatcher set out to 
create seven years ago. In strike-hit 
1984-85, subsidies had to be poured into 
the industry at the rate of £4m a day; the 
slump in oil prices this yéar has again 
knocked its ever-optimistic financial 
forecasts off track. Sir lan’s successor-in- 
waiting, Sir Robert Haslam, acknowl- 
edged this week that the board's original 
hopes of breaking even by the end of 
1986 have had to be deferred again, 
probably until 1988 or 1989. 

According to its annual results, pub- 
lished on July 29th, British Coal pro- 
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Undermined by oil 


THE ECONOMIST AUGUST 2 1986 


duced its “best financial performance for 
seven years’ in the 1985-86 financial 
year. It made an operating profit of 
£535m and, in appearance, a modest 
£50m “overall loss”, met by government 
grant, after interest payments and social 
costs (ie, the board's share of the cost of 
shutting uneconomic pits and paying off 
redundant mineworkers). For a brief few 
weeks earlier this year, it says it was 
actually “in profit”. 


Truth is relative 

This is in fact bunkum, because the 
board’s apparent £170m share of social 
costs is bunkum. The reality is that, on 
top of that figure, British Coal itself got 
“social” grants from the government, of 
£450m (plus a further £63m to improve 
pensions, and another £8m for retraining 
from the European Coal and Steel Com- 
munity), while another £566m was paid 
direct by the government through a 
scheme for redundant mineworkers. In 
addition, the board has also written back 
into its profit and loss account a £340m 
provision against post-strike losses which 
helps to make the results look that much 
better than they are. 

Throw all this back into the pot, and 
the coal industry probably made a real 
loss in 1985-86 of between £750m and £1 
billion. True, it was an exceptional year 
(they always tend to be, in nationalised 
industries). No fewer than 33,000 
mineworkers left in 1985-86. In the cur- 
rent year the total (and hence the cost of 
paying them to leave) should be smaller: 
6,500 miners have left since April, and 
the full-year total may prove to be less 
than half of last year’s exodus. 
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That, however, will not be enough to 
make British Coal truly profitable. For, 
though it is at last beginning to get a grip 
on its costs, the fall in oil prices is 
simultaneously knocking holes in its rev- 
enue account. Far from looking forward 
to any price increases this year, the 
industry has been forced to accept one 
price cut already from its two largest 
single customers, the electricity generat- 
ing boards in England and southern 
Scotland. Prices to other consumers have 
been frozen. 

The generating boards take over 80% 
of the board’s annual output of coal; at 
today’s oil prices, they could profitably 
switch to burning oil in many of their 
mothballed oil-fired stations. Under a 
new five-year deal ratified by the govern- 
ment in June, British Coal has reluctant- 
ly conceded a cut of around £3 a tonne— 
equivalent to more than £250m of lost 
revenue in a full year—in the price of the 
coal it sells the electricity boards. 

The deal was struck on the basis of an 
oil price of $13 a barrel; today’s price is 
lower still, at less than $10. If it stays 
down there for long, the electricity in- 
dustry may try to force through a further 
coal price cut before the end of the year. 
In any free market, the electricity men’s 
case would be unanswerable: British 
Coal’s average sales price last year was 
still around £44 a tonne, nearly double 
the current world price for international- 
ly traded coal. 

Even if British Coal finds that it has so 
chastened the National Union of 
Mineworkers that it need concede no 
pay increase this year, management ad- 
mits that it will not be able to cut costs 
fast enough to avoid further heavy 
losses. A provisional guess is that, leav- 
ing aside social grants, British Coal may 
have to go to the government for around 
£300m of old-fashioned deficit grants in 
the current year. The problem is not that 
its costs are not falling—the board claims 
it has cut costs by £1.25 billion in three 
years—but that the traditionally protect- 
ed market for its coal is falling away even 
faster. . 


BRITAIN 


that kind of commitment at this stage. 
The issue is bound to surface, as it does 
every year, at the two party conferences 
this autumn. 

The joint Alliance policy document 
issued last week makes a valiant attempt 
to fudge the most acrimonious issue divid- 
ing the two pargies: nuclear weapons. It 
agrees to cancel Trident but postpones 
the question of a replacement. Dr Owen 
wants cruise missiles; the Liberals still 
seem to want nothing. Bland resolutions 
have been prepared for the two party 
conferences extolling the advantages of a 
joint policy. The difficulty will be to 
persuade zealous partisans not to reaffirm 
at the same time their own rival versions 
of what it should be. 

What annoys activists in both parties is 
that very few of the voters think that 
defence is the main political issue, yet this 
disagreement can be gleefully seized on 
by the press to give the electorate a sense 
of disunity in the Alliance engine room. 
After all, argue these enthusiasts, there is 
so much we agree on, why concentrate on 
this? Well, guess. 

Within the SDP, there are those, howev- 
er, who see this issue as symbolic of a 
different kind of disunity. What exactly, 
they wonder, are their leader’s real—or at 
least full—intentions? He is known to 


An Owen of weight and deep intentions 


take a dim view of the political stature of 
his erstwhile colleagues in the gang of 
four: Mrs Shirley Williams and Mr Bill 
Rodgers (both currently out of Parlia- 
ment) and the party’s father figure, Mr 
Roy Jenkins. Accepting Mr Steel’s idea of 
joint spokesmen would bring them into 
greater prominence. Dr Owen is undeni- 


What price scrutiny? 


Scrutinising the executive, they say, is 
one of Parliament’s most important jobs. 
When an MP officially asks a minister for 
a piece of information he generally gets 
it. The information is generally right 
too—so far as government information Is 
ever right—since parliamentary ques- 
tions (PQs) and answers are printed in 


Hansard, and ministers are reluctant to 
read lies into the official parliamentary 
record. Only occasionally does the min- 
ister decline to answer. Sometimes it 
may not be his responsibility, or the 
information may not be available. At 
other times, the cost of finding out might 
be disproportionate; or—and this covers 
a multitude of sins, as followers of Mr 
Tam Dalyell’s campaign on the Belgrano 
will remember—it might be “against the 
public interest” to give an answer. 

The number of Commons PQs every 
year hovers around the 50,000 mark. 
Each MP can put down two questions a 


day to be answered in the House—but as 
many questions for written answer as he 
fancies. As a result, persecuted civil 
servants spend huge amounts of time 
researching the answers to PQs. The 


Talkies 





ably a man of weight. He is a good 
television and parliamentary performer. 
He did well in the Westland affair. But he 
is criticised for neglecting the party ma- 
chine and for leading a one-man-band— 
with a view, some suspect, to possible 
unilateral collusion with the Tories after 
the next election. 


answer to the question “How much do 
PQs cost to answer?” is (according to 
Hansard, for Mr Eric Deakins asked 
precisely this on May 13 1985) on aver- 
age £41 for a written question and £67 for 
an oral one. 

Consider this table of busy backbench 
MPs, which covers the period from June 
1983 to the session just ended. Some are 
already famous for frequent interven- 
tions in debates, such as Mr Dennis 
Skinner, MP for Bolsover, who got his 
views into Hansard 444 times in the past 
three years. Others prefer to exercise to 
the costly full their right to seek informa- 
tion rather than to shout it out. Accord- 
ing to the government's estimates, Mr 
Tony Banks’s 100 oral and 2,593 written 
PQs since June 1983 must have cost the 
taxpayer £113,013. 


Speeches and questions by nine backbench mPs since June 1983 


Tony Banks (Lab 

Tam Dalyell (Lab 

Dennis Skinner (Lab) 

Austin Mitchell (Lab) 

Peter Bruinvels (Con) 

Robert Kilroy-Silk (Lab) 

Gerald Bermingham (Lab) 
Enoch Powell (U. Unionist) 
Anthony Beaumont-Dark (Con) 


Source: POLIS 
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BUSINESS THIS WEEK 





Japan and America settled their the nod to Olivetti’s takeover of hitting critic of the government? from à 
trade dispute over semiconductors. | Triumph-Adler, the loss-making office | becoming a member of the City's 
America will stop its dumping equipment division of Volkswagen. watchdog, the Securities anti 

investigation and will set minimum America's Safeway supermarket Investments Board. . 

chip prices based on the production blocked a hostile bid from Dart Group , 

costs that Japanese manufacturers by mounting a $4 billion France will carry on with its 


will report to America’s Commerce 
Department. 


management buyout financed by 
Kohlberg Kravis Roberts. 


controversial FFr3.5 billion ($512m) 
plan to launch two satellites for direct 
television broadcasting. 


The French government approved Brazil wants to restrict payment on 

the merger of the telecoms its $104 billion of foreign debt to The EEC waved a flag of truce at 
businesses of CGE and 1TT—to form 2.5% of GDP in 1987 and 2% in 1988. | America to end the trade wars over 
the world's second biggest citrus fruit, spaghetti and walnuts. 


telecommunications company. 


Australia’s Reserve Bank waded in 
to rescue the Australian dollar for 
the first time in three years. The 
government also announced plans to 
attract more overseas investors. 


The OECD said crude steel production 
in western industrial countries fell by 
3.4% in the first half of 1986. 


Pru-Bache is setting up a merchant 
and investment bank in London, to 





IBM (UK) was a bigger exporter from 
Britain in 1985 than GEC, according 
to a Financial Times survey. IBM, in 
sixth place, had exports of £1.6 
billion ($2.1 billion); the biggest 
exporter was BP with £5.7 billion. 


Argentina and Brazil reached a trade 
agreement removing bilateral tariffs 
and erecting a customs barrier to 
imports from other countries—in the 
hope of increasing bilateral trade 
from $200m to $750m by 1990. 


be headed by John MacArthur from i et 

Kleinwort Benson. More tourists than ever are flocking Barclays became the first British 
to Spain—despite the bombing bank to have its shares listed on the : 

Congress is on the verge of passing campaign by Basque terrorists. So Tokyo Stock Exchange. It also ( 


retaliatory measures against Japan 
because of its massive trade surplus 
with America, said commerce 


far, 16.7m sun-seekers have headed 
for Spanish resorts. 


applied for a New York Stock 
Exchange listing. 





secretary Malcolm Baldrige. The City of London reacted angrily to 
the chancellor of the exchequer's Economic and financial indicators 
West Germany's cartel office gave attempt to block John Kay, a hard- are on pages 73-74. 
Corporate scorecard 4 
Net % change % change 
profit on Sales on 
~ Company Period $m* $m* * Comment 
Boeing H Jun 30 317 +29 7,550 +20 The American aircraft maker won orders for 172 jetliners worth ll 
$7 billion during the second quarter of 1986. , 
Bethlehem Steel H Jun 30 (116) (+117)tt 2,280 -10 America’s third biggest steel producer is struggling to avoid the 
fate that overcame Ltv—Chapter 11. s 
Bridgestone H Jun 30 40 —24 1,520 -6 Japan's largest ve firm increased domestic sales—but the high . 
yen hit overseas è 
Chevron H Jun 30 347 -15 15,600 -36 The oil giant blamed the costs of laying people off as well as low k 
oil prices for its troubles. 
Dee Corporation Y Apr 26 116ł +29 4,000 +18 The British retail food group said it is still digesting recent 
acquisitions—eg, insornatoriel Stores and Lennons. ; 
Y Jun 30 617 +38 7,590 +13 America’s second largest computer manufacturer claimed its J 
Equipment a paia are the result of “disciplined pursuit of a 15-year LA- 
a A 4 
Matsushita H May 20 513 ~26 12,410 -8 Even such popular brands as National and Panasonic could not | 
Electric industrial ‘heap Japan's biggest consumer electronics group against the f 
l esi £, 
H Jun 30 710t +34 — — Profits from the British clearing bank's domestic business rose by $ 
Westminster Bank 57% to £320m. pi 
Swissair H Jun 30 43 -52 1,020 -9 The declining dollar, international terrorism and Chernobyl con- 


tributed to the Swiss national airline's poor performance. 
Y = Year ended. H = Half-year ended, “Converted at average exchange rates. *"Based on local currency figures. t = Pre-tax profit. tt = Increased loss. 
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WORLD BUSINESS 





The next destination for 
Americas railways 


WASHINGTON, DC 


Deregulation has brought America’s frei Be conrying. railways many of 


the advantages of free markets without the compet 


ion from upstarts 


that has pared the profits of deregulated airlines and truckers. The 


transport indus 
merger between 
industry off its tracks 


ie decision was so unexpected that none 
the seven main freight networks that 
account for 75% of America’s rail-freight 
usiness (see table) had any ready-made 
contingency plans. Mr John Schmidt, the 
chairman of the provisional Santa Fe- 
Southern Pacific company, asserted defi- 
antly that the two systems were still 
viable. But they have the lowest operat- 

g margins of the seven, and Moody's, 

e credit-rating agency, immediately put 
the securities of Santa Fe-Southern Pacif- 
ic “under review for possible down- 
grfde”. At the moment, no-one has any 
idea what will happen next. “We want to 
know what everybody is thinking,” said 
one baffled company executive. 

The two companies merged in 1983, on 
paper anyway. But they have had to run 
their two systems separately (see map on 
next page) pending approval from the 
Interstate Commerce Commission (ICC), 
the regulatory body for the transport 


THE ECONOMIST AUGUST 2 1986 


's ag Sena have now spoiled things by rejecting a 
nta Fe and Southern Pacific railways—knocking the 


industry. Since railway mergers were sim- 
plified in 1976, the icc has allowed 
through several big mergers with little 
delay. As a result, five main freight 
systems have been created: Norfolk 
Southern, CSX and the nationalised Con- 
rail in the east; Burlington Northern and 
Union Pacific in the west. It had been 
taken for granted that there would be a 
sixth. 


American railway companies 
_ first half, 1986 


operating net 

margins turnover profit 

$m $m 

Norfolk Southern 18.9 2,060 247 

Union Pacific 17.9 3,432 (732) 

CSX 14.3 3,300 209 

ren. py Northern 12.8 3,643 (1,037) 

Conra 12.0 1,586 205 

Santa Fe 6.5 982 112 
Southern Pacific (2.9) 1,145 





Source: company reports 


The only comment op the decision 
from the five ICC commissioners (who 
voted 4-1 against the merger) came from 
the dissenter, Mrs Heather Gradison, the 
chairman. She regretted the effect it 
would have on the industry. 

The overt reason for the decision was 
that the Justice Department objected to 
the monopoly that would have been cre- 
ated by a full merger—an objection it 
could have levied at a number of other 
mergers that passed through the ICC with- 
out much difficulty. Some cynics reckon 
that the four commissioners were trying 
to reassert the authority of a regulatory 
body threatened with extinction. 

The best model now for Southern Pa- 
cific and Santa Fe is Conrail, the state- 
owned company formed in 1976 by a 
merger of the then-bankrupt Pennsylva- 
nia and New York Central Railroads. 
Conrail has recovered by shrinking al- 
most by half, by looking hard for new 
business, and by hiving off unwanted lines 
to local entrepreneurs. Mr Stanley Crane, 
its chairman since 1981, has reduced the 
rail network and cut the number of work- 
ers from 100,000 in 1976 to 40,000 today. 
He has pursued new sources of revenue, 
such as warehousing and specialised stor- 
age. He also resurrected an earlier policy 
of encouraging businesses to grow up 
along Conrail’s tracks. 

In 1979, Conrail had operating reve- 
nues of $3.5 billion and lost $221m. By 
1985, its operating revenues had shrunk 
to $3.2 billion, but it made after-tax 
profits of $442m. It has sold 40 lines to 
local buyers and introduced more flexibil- 
ity into the relationship between big rail- 
roads and small feeder lines. Conrail is 
the subject of several proposals to return 
it to the private sector. 

Some of the other big freight carriers 
have followed Conrail’s money-making 
example. CSx has got rid of 3,840 miles of 
track and reduced its workforce by a 
third. Union Pacific is trying to lay off 
another 700 workers. If it succeeds, it will 
have reduced its total workforce in five 
years from 52,000 to 30,000. 

Some have followed Conrail in handing 
over feeder lines to smaller rivals with 
lower costs and no unions to worry about. 
Many are doing well. Membership of the 
American Short-Line Railroad Associa- 
tion has risen by 50% to over 300 in the 
past 15 years. These firms often depend 
on one or two industries for the bulk of 
their revenue. To diversify, an increasing 
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Loto Southern Pacific railways 





iber are introducing general services 
r towns or areas which would otherwise 
be without rail transport. 

The return of some of the big railways 
o pront has enabled them to diversify 
o. The fashionable course is to join in 
the switch to “intermodal” systems (en- 
compassing sea, road, rail and air trans- 
port). These are expected to dominate 
America’ 's freight transport over the next 
a =. In 1983, Norfolk Southern ac- 
“quired North American Van Lines. CSX 
‘was allowed to buy a big barge company 
~ called American Commercial Lines. But 
_ the most promising new links have come 
= With ocean shipping. These are aimed at 
-grabbing a share of the imports arriving at 
Pacific ports bound for the hinterland. 
Earlier this year, CSX acquired Sea-Land, 
a big shipping concern, though that deal is 
ll awaiting ICC approval. 

he railways have also looked for new 
ffic: In 1984, the amount of metallic 
res carried was little more than half the 
974 total—a loss to the railways of 60m 
ns. The amount of non-metallic miner- 
als hauled has declined by more than 40% 
O 96m tons, and steel shipments by 38m 
ons. The increase in the amount of coal 
varried has only made up part of the loss. 
Rates for coal haulage are lower than 
hose for ores and the business of hauling 
al is not evenly spread throughout the 
country. 

. The short-term outlook for the railways 
‘emains uneasy. Cheaper fuel benefits 
truckers more than it does trains. There is 
iso the threat of renewed regulation. A 
1andful of “captive” customers—mostly 
al producers and utilities—are demand- 
ing relief from what they see as the new 
onopolies. created by the big railway 
ystems. Congress has rejected their ap- 
peals so far, but the 1cc’s latest decision 
hould encourage the captive customers. 
Lose railways are likely to intensify y: t re if 







crimped their productivity. At the mo- 
ment, the biggest railways negotiate na- 
tionally with no less than 11 unions, 
including old-fashioned groups like the 
International Brotherhood of Boilermak- 
ers, Iron Shipbuilders, Blacksmiths, 
Featherbedding 


Forgers and Helpers. 


GATT _ 





Weary delegates to the General Agree- 
ment on Tariffs and Trade have been 
working round the clock. They have tried 


to unite GATT’s 92 argumentative mem- — 
bers behind an agreed draft declaration | 


for ministers to approve in Punta del 
Este, Uruguay, on September 15th when 


they launch a new global trade round to 


unblock the hardened arteries of the 
world trading system. 

A handful of developing-country hard- 
liners, led by Brazil and India, have held 
out for their own unloved text, complete 
with an absolute refusal to contemplate 
the inclusion of “new issues” like trade in 
services, plus unrealistic demands for new 
trade concessions from the industrial 
countries. But most of GATT’s 92 mem- 
bers have gathered round another draft, 
dubbed the café au lait after its joint 
Columbian-Swiss sponsors, which is ex- 
pected to form the basis of serious minis- 
terial discussion in September. 

The draft is the work of some 45-50 rich 
and poor nations—all the western indus- 
trial countries 


tat market-opening measures, 


including the United 







Gradually, i the unions are bei 1 by- 
passed. The Florida East Coast Railroad i 
has been non-union since a strike in 
1960s. The Guildford and Maine is in the- 
throes of a similar struggle. Even within 
the big seven, the unions are on the- 
defensive. In June, Union. Pacific started 
a fast overnight service between Seattle | 
ca Portland with two-man crews, in- 
stead of the usual four. | 
Longer-term prospects look good. One 





‘of the fastest-growing areas of new busi- 


ness is o cae hae one trucks and 
rail. “ 






special flat-car is nes led tc e 
trucks. But Burlington Northern iS Cl 
perimenting with trucks that have inte 

changeable steel wheels and rubber tyres. 
If these prove practicable, American rail- 
ways could: roll into the 1990s better 
equipped to compete with road transport. 








The cate-au-lait trade rO 6 rae z 


GENEVA 


promote world trade—all with special” 


reference to third-world interests. 
In return for supporting the new round, 
the moderate developing countries have 


won some big concessions from the rich 


blocks. There is no insistence on tit-for- 
for in- 


stance. Third-world nations will not be. 
expected to make concessions “inconsis- 
tent with, their individual rer 





of industrial countries T be made 
conditional on opening their markets to 
predatory service companies from the 
industrial world. But rich and poor nz 
tions were still arguing about some co 
tentious issues to the end of GATT’s self- 
imposed Pate deadline for “an 







States, the European Community and 1 ` ner 
Japan, 20-or-so moderate developing ro 


countries and miscellaneous others. The 


draft makes all the right noises about the | l 


need to halt and reverse protectionism; 









strengthen and extend the open trading min 





support for the draft. 

Agriculture has proved the biggest 
stumbling block to accord. America’s 
deputy trade representative, Mr Michael 
Samuels, accused the EEC of stonewalling 
tactics which could wreck the new round's 
preparations. The Community successful- 
ly held out against a demand by Australia 
and others for a commitment to phase out 
export subsidies, arguing that other subsi- 
dies—like the massive American farm 
support programme—are equally trade 
distorting. The EEC wants discussions on 
agriculture confined to a single commit- 
tee, the easier to control what goes on. 
Others want to be free to raise issues on 


agriculture wherever relevant—eg, in any 
discussion on subsidies. 

Set to remain provisional until Septem- 
ber 15th, but not essentially in dispute, 
are paragraphs dealing with liberalisation 
of trade in textiles and the “new issues” — 
eg, services, trade-related aspects of in- 
tellectual property rights including coun- 
terfeiting, and trade-related aspects of 
foreign direct investment such as local 
content and export requirements. The 
open position on textiles is to help the 
Reagan administration beat off a threat in 
congress to override the presidential veto 
of the heavily protectionist Jenkins bill on 
cloth and clothing. 


Hats in the ring with GATT 


After a decade of divisive internal de- 
bate, Mexico has at last joined the Gen- 
eral Agreement on Tariffs and Trade 
(GATT). Mr Hector Cervantes, the Mexi- 
can Secretary of State for Commerce, 
signed the agreement in Geneva on July 
25th. The Mexican Congress will now 
officially ratify the treaty and alter some 
trade laws—notably the full-of-loop- 
holes statute governing patents and 
trademarks—to conform to GATT norms. 
When the new trade-round talks start in 
Uruguay this September (see article 
above), Mexico will be a full participant, 
adding its voice to the third-world block 
opposed to the inclusion of trade in 
services. 

In a bilateral trade accord with the 
United States last year, Mexico agreed 
to respect GATT rules on export subsi- 
dies. To enter GATT fully, Mexico agreed 
to further changes in 373 tariff catego- 
ries. Included in these are 75 classifica- 
tions where, in contravention of GATT 
rules, imports are now effectively 
banned by a rigid import permit system. 
In other product categories, Mexico is 
obliged to eliminate the often arbitrarily 
derived “‘official prices” that the govern- 
ment uses to calculate duties. Mexico has 
until 1994 to reach full compliance with 
the trade treaty’s rules. 

It is no coincidence that Mexico is 
joining GATT at the same time as it is 
soliciting another $6 billion in loans from 
foreign banks. In the new IMF standby 
accord it has signed, Mexico agreed to 
lower import barriers. Much of the $1.9 
billion that the World Bank has prom- 
ised Mexico also hinges on trade liberali- 

sation. Creditors see GATT entry as the 

est guarantor of that commitment. 

Gradual though Mexico’s entry will 
be, some effects will be felt soon. Most 
immediately vulnerable are Mexican 
manufacturers of home appliances and 
electronics goods, whose products cost 
twice as much as comparable foreign- 
made goods. By refusing import permits, 
the government has prohibited the do- 
mestic sale of foreign stereos, televi- 
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Cervantes again 


sions, refrigerators and similar items. 

Two business groups are the beneficia- 
ries of this protectionist policy: coddled 
Mexican manufacturers peddling out- 
moded wares at inflated prices, and the 
many clandestine retailers of smuggled 
Asian electronics. The prices of most 
foreign goods are now likely to fall. 

GATT entry will put some Mexican 
factories out of business. Much of this 
lost employment, government planners 
hope, will be compensated by new jobs 
generated by the stimulation of Mexico's 
artificially-depressed consumer market. 
In the longer term, GATT membership 
should also encourage the export-orient- 
ed manufacturing industry that Mexico 
desperately needs. The country’s new 
IMF pact notes that petroleum income is 
expected to slump to $5.6 billion in 1986 
and to $6 billion in 1987, far below the 
$14.8 billion Mexico earned from oil 
sales last year. Only by selling more non- 
oil goods abroad will Mexico be able to 
continue to service its debts and to pay 
for its imports. 





WORLD BUSINESS 
American jeans ; 
SS eS E et 


The blues 


e NEW YORK 


The jeans business in America has faded 
and shrunk. Customers, especially wom- 
en, have turned to softér and lighter 
casual clothes. In response, the big three 
American producers are reshaping, diver- 
sifying and, new, buying each other. 

VF Corporation, America’s biggest pub- 
licly-held clothing company with sales last 
year of $1.5 billion, makes Lee jeans. For 
some $790m, it is buying Blue Bell, a 
clothing firm with sales of $1 billion a year 
which makes Wrangler and Rustler jeans, 
Jantzen swimming costumes and other 
apparel. It will pay Blue Bell around 
$380m in cash and VF stock, and also 
assume some $414m in long-term debt, 
incurred when Blue Bell went private in a 
$470m buyout in 1984. The deal will 
increase VF's total debt to about 50% of 
its capital, compared with 23% at the end 
of last year. 

With the purchase of Blue Bell, VF’s 
share of the $6 billion American jeans 
market will almost double to 23%, put- 
ting it ahead of the current market leader, 
Levi Strauss, which has 21%. VF reckons 
the addition of Wrangler, America’s sec- 
ond most popular brand, to its Lee range, 
third in the market, will help it to attack 
Levi Strauss in its strongholds on the west 
coast and the Rockies. Blue Bell is al- 
ready active in Levi Strauss territory; VF 
is not. 

VF also wants to reach new customers 
through Blue Bell’s distribution chan- 
nels—discount houses like the K Mart 
chain into which VF does not sell. The 
recently slimmed Levi Strauss is unper- 
turbed. It says it will keep selling jeans in 
more upmarket outlets like department 
stores and not take on VF in the discount 


Paired off 


Jeans sales in 
America 


78 80 82 64 oil 


Market share 
1986 estimate 
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net profits froni $195m in 1983 to 
m in 1984—its last full year as a 











































out in August 1985. 

emand fog jeans started to boom 
out 20 years ago and sales grew by 10- 
/% a year throughout the 1970s. Ameri- 
cans bought more than 600m pairs in 1981 
it only about 460m pairs jn 1985. For- 
gn markets have also slumped. Mr Je- 
rome Wiggins, chief financial officer at 
?, predicts that the jeans business will 
mtinue to “decline moderately”. 

<So, he says, VF wants to diversify fur- 
ther. It has bought other non-jeans com- 
panies, including Basset-Walker, which 
ces jogging suits and sweatshirts, and 
rn Globe, a lingerie company. They 
1elped to cut the jeans’ share of 
rom about 75% in 1983 to around 
‘in 1985. Blue Bell will add more 
ing other than jeans but the jeans to 
nS ratio at VF will hardly change. 
vi Strauss has followed a different 
tegy. It has sold off (among other 
things) hat making and sportswear com- 
panies. Some 20% of its sales now come 
from. Battery Street Enterprises, its non- 
eans business. Enough diversification, it 
reckons, for it not to lose sight of its core 
: business—jeans. 





7 Mercury | 
On the wing 


On Friday August Ist, Britain’s Mercury 
became the first telecommunications car- 
rier in the world to break the monopoly. of 
€ giant national telephone companies in 
vitched local telephone services. From 
date, local callers in the City of 
ion had a choice of Mercury or 
tish Telecom to ring other City folk. 

r months, i Marcy has been eo 
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E but didn’ t “Mercury $ coup was sto bu p 
early 1985, the disused ducting of the 


lic company before it went private in a 


Price in. pence per five-minute call 


London Hydraulic Power Company, 
which flourished in the 1860s before elec- 


tricity overtook it. This gave Mercury 
about 150 miles of ready-dug tunnel for 


its fibre—a snip at £3.5m. Mercury’s 
managing director, Mr Gordon Owen, 
says he has already spliced the cable into 
500 buildings in the Square Mile, and 
hopes to double that by 1987. It is ex- 
panding towards Westminster and the 
West End. 

Mercury’s local service offers custom- 
ers big advantages. The fibre is hooked 
up to a digital switch, which can provide 
itemised billing, near-instant connection 


(if both parties are on the network) anda 


much clearer line. 

It costs a bit less, too. Most calls within 
the City are made by dealers and last for 
only a few seconds. Mercury’s minimum 
charge (in peak hours) of 3p. compares 
well with BT’s 5p. Arthur D. Little, a 
business consultancy, reckons dealers 


make more than 1,000 such calls a day 
and dealing rooms can contain upwards of 


100 dealers, so Mercury's cheaper. calls 
could save firms thousands a year. _ 

But local calls will never be the main- 
stay of Mercury’s business. To recoup the 


£200m investment already made in its 


national network (£15m of it in the City), 


Mercury needs to attract long-distance 


and international traffic. To do this, it is 
offering two different services: 

© Direct access to the Mercury awdi 
via microwave dish (or by fibre cable for 
those in the City). This is pricey—costing 
some £75 a line to install and a further 
£115 a year to rent (compared with BT’s 
£103 rental charge). But it will allow 
customers to reduce the number of lines 
they rent from BT by substitution. The 
service offers considerable savings on 


most kinds of calls (see table). But the. 


advantage could vanish overnight if BT 
decides to change its tariffs. Will it? BT 
has a political interest in letting its fledg- 
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telephone ; 





tof pA fom Sees hich Mei is: suy 
method which will be used eventually for _ 
bringing Mercury into private homes. . 


The link with the company’s long-dis- 


tance network will be made over BT Si 
local lines, which means that the quality — 


will fall short of digital perfection, and 


that the BT line rental will have to be paid 


in addition to Mercury’ s charges. 


Mercury scores particularly well on 
international calls—a direct result of the 
dominant position its. parent, ‘Cable and 
Wireless, 3 the 









phone administr tio 
Mercury has yet to. strike di 
Continent (it hopes to do so by t 
the year). So its rates to Paris, “Brusse EERE 
and other European cities are scarcely ~ 
competitive with BT'S: | 
It is too early to predict what the take- : 
up of these services will be: big potential 
users are still evaluating them. Mr Owen 
says he has “about 100°. customers—but : 
that many times that num re it 
in discussions witi 
that by 1990, s wil 
£500m, or 5% tish market. If 
the price. advantagı ist, that could. be es 
a shocking underestimate. > 











Argentina and Brazil 


Big hopes, small 
expectations 










Presidents Raul Pe , ee 
me Jose _Sarne 





29th in Buenos | Aires covering ae like . 
trade in. capital goods, computers and- 
nuclear energy. This is supposed to be a 
first. step towards much fuller economic — 
integration of the two countries, with Mr- 
Sarney seeing it as a move towards ag 
Latin American common n prarket. One 








e a in 
count for 72%. 












ions bare their teeth 


. er rica has to wait for its trade deficit to shrink, the more 






vith the dollar 


40% drop against the yen 
‘since February 1985 will 
to nibble away at Ameri- 
with Japan and Europe. 
hly half of America’s trade 
3 billion in the 12 months to 
with countries whose currencies 
trengthened against the dollar 
the past year. This includes its 
with Asia’s “little dragons” 
ongkong, South Korea and Taiwan) 
ich reached $24 billion in 1985. 
The currencies of these three newly- 
‘industrialising countries (NICs) are close- 
ody linked t to Sue e sO their exports 

























iwan hay adopted a pea of Sman- 
aged floats”. Their exchange rates are 
based on a basket of currencies, but the 
dollar has by far thë biggest weight i in the 
basket. So the currencies of both coun- 
tries move closely in line with it. 
Chart 1 looks at how real exchange 
} rates (ie, adjusted for differences be- 
~ tween local and American inflation) 
have moved during the past six years. All 
three currencies were devalued sharply 
in the early 1980s. Since then, nominal 
exchange rates have remained relatively 
flat, but Taiwan’s and South Korea’s real 
_ exchange rates have fallen—ie, become 
|. more competitive—partly because their 
- inflation has been lower than America’s. 
While the yen and the D-mark have 
regained their 1980-81 levels against the 
dollar, the three Nics are still 20-25% 
more competitive than in 1980-81. So 
American manufacturers remain vuiner- 
able to competition from the East: the 
MICs are poised to move in where expen- 
e Japanese goods are squeezed out. 
result, the NICs are facing increas- 
ssure. from America to revalue 
icies. The biggest culprit, in 
: America’: s eyes, is Taiwan which ran a 
_ $13 billion trade surplus with the United 
© States in 1985—the third biggest after 
Japan and Canada; the surplus has con- 
‘tinued to rise this year (see. chart 2). 
‘aiwan’s current-account surplus of $9 
billion is equivalent to 17%" of GDP, 


dwarfing Japan’s modest 4%. 





















es. 4 At the last count, these stood at 
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_ Years of ever-widening surpluses have 
iven it enormous foreign-exchange re- 


ers advice on its trading partners. The latest to be lectured 
lustrialising countries of Asia, for letting their currencies 


South Korea may have a better de- 
fence. True, in 1985, it had a trade 
surplus of $4.8 billion with the United 
States, and in the first five months of this 
year the surplus was 50% bigger than in 
the same period of 1985. But South 
Korea’s overall trade and. current-ac- 
count balances were both in deficit last 
year. Cheaper oil promises to give it its 


tst half 1980"100 


_ Exchange rates against the dollar 9 
100 


_ *Adjusted for differential : 
ees focal and us. inflation | E 





Source: DatastreamJEAS- 


first-ever trade sarplis this year. 
Hongkong had a trade surplus of $6.2 


billion with America in 1985, within a 


modest’ overall surplus of $500m—the 
first for many years. America takes half 
of Hongkong’s domestic exports (ie, ex- 
cluding re-exports), but Hongkong’s 


_ ability to take full advantage of its com- 


petitiveness has been limited by trade 
restrictions. Cloth and clothing account 


Trade balances | 
@=a@ Total trade balance (with all countries) 
End Surplus ideticit with United States 








Hongkong 











1980 82 B4 a6est 
| Sburces : IEAS, government statistics © 


these are subject to quotas. 


have won a huge gain in competitiveness 


4 Deficit with Japan 







for 40% of its total exports. and 
Hongkong’s redeeming feature 
American protectionists is that its ma 
kets are relatively open,to import 
whereas Taiwan and South Korea bott 
hide behind big barriers, especially for 
textiles and consumer electronics. Under 
much pressufe from America, South 
Korea recently agreed to open its ma 
kets for cigarettes and for insurance, 
By strapping their currencies. to. th 
tumbling dollar, the “little dragon: 












































against Japanese manufacturers. This 
should help them trim their $10 billion: 
plus trade deficit with Japan. 
Japanese firms have for long viewed 
South Korea, which has by far the big- 
gest population of the three, as a mark 
for their exports. In 1985, South Korea 
ran a $3 billion deficit with Japan, ` 
day, however, Japan is looking to South 
Korea and Taiwan to supply machinery 
and parts for its cars and electronics. 
Nonetheless, in the short term at least 
any improvement in the NICs’ trade posi- 
tion with Japan will be limited. In the 
first five months of 1986, South Korea’s. | 
trade deficit with Japan was 70% bigger -f 
than in the same period of 1985; Tai- _ 
wan’s almost 50% bigger. The reason is | 
that exporters in both countries are” 
heavily dependent upon Japanese com-. 
ponents and parts. Therefore, as produc- 
tion has expanded this year, more Japa- 
nese imports have been sucked in, and. 
the stronger yen has made them dearer. | 
The biggest threat that Japan faces | 
from the Nics is not in their bilateral. 
trade but in third markets such as Ameri- 
ca and Europe. In steel, textiles and 
consumer electronics, Taiwan and South 
Korea are gaining the competitive edge. 
In the short term, Japan may be saved by- 
the fact that the NICS are already produc- 
ing flat out and cannot expand capacity 
quickly. In the longer term, if the yen” 
stays strong, the Japanese may find . 
themselves squeezed out of world mar- | 
kets by lower-cost producers. | 
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of Argentina’s overseas earnings. 
Argentina repeatedly boasts that its 
leather goods are the best in the world, 
yet barely 3% of total output is sold 
abroad. In contrast, Brazilian industrial 
exports leapt by 57% in the five years to 
1984, and now account for 66% of total 
exports. Braalian’ exports to Argentina 
were worth $831m in 1984 (the latest year 
for which figures are available) and in- 
cluded $644m in manufactured goods, the 
greater part of it capital geods. Argenti- 
na’s shipments to Brazil, worth $478m, 
included only $85m of industrial goods. 
Trade in capital goods has been chosen 
to spearhead the new co-operation. The 
first accord says that this should rise to 
$350m in 1987 (against last year’s estimat- 
ed $200m, just $50m of it from Argenti- 
na) and then in steps to $750m in 1990. 
Plans for the gradual elimination of cus- 


toms duties on a rapidly expanding list of 
capital goods have prompted protests 
from Argentine industry—including the 
country’s fledgling electronics industry. 
Contracts are in the offing to revamp 
Argentina’s atrocious telephone system, 
and Brazilian producers are said to be 
working at 40% of capacity while auster- 
ities are imposed on their state telephone 
entity, Telebras. Some comfort is derived 
from the vague wording of the accord on 
capital goods. Many of the details on this, 
and on other parts of the pact, will have to 
be hammered out by the end of this year. 

Mr Alfonsin’s critics say that he has 
signed a thinly disguised ‘“‘machinery-for- 
grain” barter deal. One of the accords 
specifically commits Brazil to increase its 
imports of Argentine wheat from 1.375m 
tonnes in 1987 to 2m tonnes in 1991. 
Argentina also hopes to sell natural gas to 


A tour d’horizon for sponsors 


France is looking outside Europe to keep 
alive its national sport. The day after the 
end of the gruelling 2,460-mile Tour de 
France, which was won for the first time 
by an American, Greg Lemond, Cycles- 
Peugeot said it would drop the racing 
team it sponsors unless it could find 
other backers. Its 18 riders and eight 
crew cost about FFr10m ($1.5m) a year 
to run. Cycles-Peugeot’s main French 
competitor, Motobécane, has already 
iven up paying professional cyclists 
who are far from being France’s best- 
paid sportsmen—see table). 

Foreign firms are picking up some of 
the slack. Team sponsors for the 1986 
Tour included Hitachi and Panasonic, 
the Japanese consumer-electronics com- 
panies, and 7-Eleven, the American 
chain store. Levi Strauss pays for an 
American team which may race in Eu- 
rope next season. Two years ago, Coca- 
Cola replaced Perrier as the official 
drink of the Tour de France. 

French money, of course, is still in- 
volved. The health-food chain, La Vie 
Claire, run by France’s best-promoted 
entrepreneur, Mr Bernard Tapie, spon- 
sored the winning team this year with 
help from Toshiba, the Japanese elec- 
tronics giant, which may run its own 
team next season. The race is organised 
by a company controlled by L'Equipe, 
France’s biggest-circulation sports news- 


Big wheels 
Estimates of current yearly earnings 
of top French sportsmen 


Alain Prost 
Michel Platini 
Luis Fernandez 
Yannick Noah 
Henri Leconte 
Bernard Hinault 


Source: Nouvel Observateur 
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paper. Merlin-Plage, a French builder of 
holiday homes, throws in a beach-house 
as part of the Tour-winner’s FFr300,000 
prize package. 

Really big sports money, however, is 
in television. Will Greg Lemond’s vic- 
tory interest the American viewer? The 
American network CBS has a six-year 
contract ending in 1988 to show the Tour 
de France in America. But CBS is not yet 
sure that American viewers are hooked 
enough on the sport to broaden its 
coverage. For the first four of the five 40- 
minute snippets of the Tour that CBS 
showed in June and July, the share of 
American television viewers attracted 
never rose above 16%, slightly less than 
last year. The other two big American 
networks, ABC and NBC, show almost no 
cycling. None of the three is televising 
the big American race, the Coors Clas- 
sic, to be held in Colorado in August. 
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Brazil, but that carries a risk. It invites 
Petrobras, the Brazilian state oil compa- 
ny, to explore Argentina for oil, a task 
now reserved for Yacimientos Petroli- 
feros Fiscales, Argentina’s loss-making 
equivalent. Another accord will allow in 
Brazilian eggs, beef and chickens. 


Japanese airlines 


Pacific gravity 


The skies above the Pacific between Ja- 
pan and North America are getting 
crowded. They are likely to become more 
crowded once a Japan-United States civil 
aviation accord is signed next month. An 
interim version of the accord signed last 
year opened up new routes for new carri- 
ers and signalled the start of a trans- 
Pacific air war. Airlines see the routes 
among the most promising in a regic 
that is the world’s fastest-growing civil- 
aviation market. Traffic between Japan 
and North America is forecast to grow by 
6-7% a year over the next three years. 
Latest into the air looking for a chunk of 
this business is Japan’s domestic carrier, 
All Nippon Airways (ANA). 

On July 26th, ANA inaugurated a To- 
kyo-Washington scheduled service to 
augment its five flights a week between 
Tokyo and Los Angeles, started earlier in 
the month, and its Tokyo-Guam service, 
started in March. ANA is a mostly domes- 
tic airline that the deregulating Japanese 
government wants turned into an interna- 
tional one to provide competition for the 
country’s flag carrier, Japan Air Lines 
(JAL). 

ANA, which has run international char- 
ter flights for the past 15 years and is now 
the world’s sixth largest airline in terms of 
passengers carried, hopes to add Honol 
lu, New York and San Francisco to ..- 
destinations once the final version of the 
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America-Japan air agreement is signed. It 
plans to start a service to China early next 
year. If it can get the routes, Hongkong, 
Singapore and London will follow. Less 
than 5% of ANA’s revenue now comes 
from international flights. It aims to make 
that 20-30% within three years, but reck- 
ons it will lose money flying over the 
Pacific during that period. Its motive is to 
grab market share in a market that is 
becoming increasingly competitive. 

Ailing Pan Am, the pioneer of trans- 
Pacific commercial aviation, pulled out of 
the market at the beginning of this year, 
following the sale of its Pacific division to 
United Airlines for $750m. Before the 
sale, United had seven flights a week 
between Japan and America. Now it has 
56 and harbours ambitious plans to in- 
crease its number of flights further. Only 
Northwest Orient, with 98 flights a week, 
and JAL, with 168, fly between Japan and 

nerica more often. 

To defend its 37% share of the Japan- 
‘North America market, JAL, which start- 
ed a new route (Tokyo-Atlanta) i in July, 
has linked up with Delta and Western 
Airlines to give it feeder routes to and 
from those American cities to which it 
does not fly direct. ANA has a similar tie 
up with American Airlines, which itself 
will start a Dallas-Tokyo service later this 
year. 

The competition for Japanese airlines 
comes not solely from across the Pacific. 
Other Asian airlines are assiduously 
building up international services. Thai 
Airways already flies more passengers 
between Tokyo and Seattle than JAL. 
Korean Air and Taiwan’s China Airlines 
‘between them fly one in five passengers 
travelling between Tokyo and Honolulu. 
Singapore Airlines has 12% of the Tokyo- 
Los Angeles route. Philippine Airlines 
has nearly 10% of the Tokyo-San Francis- 

route. And yet to come is China’s 
~--AC, which has its own plans for flying 
i, the Pacific. 


Chilean pine 
Bring in New 
ealand 


SANTIAGO 


Chile and New Zealand are joining forces ` 


to Boost their timber sales. Carter Holt 
Harvey, New Zealand's second biggest 
timber firm, is putting $164m into a 
venture with Copec, which owns one of 
Chile’s biggest forestry groups, with a 
particular eye on the markets of East 
Asia. This is one of the biggest recent 
foreign investments in Chile. 

The two countries have the world’s 
biggest aition of Pinus radiata, with 
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2.5m acres in each country and space and 
soil in Chile for at least another 3.7m 
acres. The fast-growing radiata is fine for 
pulp and, as timber, for humble roles as 
pallets and packaging. The New Zealand- 
ers say it is good enough for building, and 
useful stuff in earthquake-prone coun- 
tries. The Chileans think it is too humble 
for homes or furniture—probably be- 
cause the quality of the Chilean product 
still leaves much to be desired. 


American carmakers 
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The great advantage of radiata over its l 


rival, the Douglas fir of the North Ameri- 
can producers, is the speed with which it 


grows. Chile has an extra edge; though _ 


not a native species, radiata tok to the 


soil of the damp south with gusto some 80 _ 
years ago and grows fastey there than 
anywhere else in the worlt, coming to 
maturity in 24 years. InSwéden, the same __ 
tree will take 40 years to grow, and in 
America, 60 years. Chile’s big recent - 
plantings are due to start maturing at the 
New Zealand’s a 


turn of the decade; 
couple of years later. 

Copec is already Chile’s biggest export- 
er of wood products; it sold $99m-worth 
of wood pulp last year. In 1984, Chile 
exported 2.1m tons of wood products, 
65% of its total production. Its main 
markets are now in Japan, South Korea 
and China, though it made big sales last 
year in Venezuela, Peru and Argentina. 
The Carter Holt group sold $60m-worth 
of wood and pulp abroad last year. It, 
too, has been making inroads in North- 
East Asia. It thinks it can help Chile with 
quality control in these markets. 





In different gears 





1982 83 84 85 86 


Not only were the Ford Motor Compa- 
ny’s second-quarter net profits of $1.08 
billion a record, but (unusually) they 
were higher than those of its rival General 
Motors (GM). Moreover, at the end of 
June, Ford had $7.1 billion in cash, $2 
billion more than GM. Not bad for a 
company that (in terms of its 1985 turn- 
over) is not much more than half GM’s 
size. What is going right for Ford, and 
wrong for GM? 

First and foremost, Ford is producing 
cars that people are queuing up to buy 
and GM is not. Sales in America of Ford’s 
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1982 83 84 85 686 





middle-size Taurus and Sable models are 
booming. At the end of July, dealers had 
sold 164,000 of the cars since their intro- 
duction last year. The two sister cars now 
account for 16% of Ford’s total car sales 
in the United States. 

The Taurus and Sable models broke a 
lot of new ground for Ford, Ironically, 
their aerodynamic styling was dreamt up 
in 1980 when high petrol prices and 
America’s inability to compete with Japa- 
nese imports had pushed Detroit deep 
into recession. Also, to improve quality 
and to cut costs, components suppliers 
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were brought in at the outset. 

Ford’s, success is GM’s problem. To sell 
its aging models in the same markets, it 
has had to offer expensive (for GM) fi- 
nancing deals—and, for the first time in 
three yearsto make available big rebates 
on nearly all the cars in its present model 
range in the Wniteti States. This is show- 
ing up in GM's fesults. Its net profits in the 
second quarter, at $977.7m, were 16% 
down on the previous year's. 

To cut costs, GM is postponing (and 
maybe even scrapping) some of its new 
manufacturing plants. It is also thinking 
hard of ways to save money on automa- 
tion and the linking of its factories and 
components suppliers by computer. GM’s 
capital spending this year is likely to be 
around $11 billion, up from just over $9 
billion in 1985, but this could fall in 1987, 
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In addition, Mr Lloyd Reuss, head of 
GM’s North American car division, said 
on July 30th that, because of competition 
from lower cost Asian carmakers, GM 
may have to close at least three plants by 
1990. Worse, analysts (and some inside 
GM) are predicting an operating loss for 
the third quarter this year. 

Chrysler, America’s number three car- 
maker, is not showing sparkling results 
either. Its profits were $488.2m in the 
second quarter, down from $596.4m in 
the corresponding period last year. The 
figures would have been worse but for the 
sale of its stake in the French carmaker 
Peugeot. 

Chrysler has two bright spots, howev- 
er. One is that its eight-year-old Omni 
and Horizon cars have increased their 
share of America’s small-car market. The 





other is that on Tuesday July 30th it 
signed a new labour agreement with 
unions at its Jefferson Avenue assembly 
plant in Detroit. This means that instead 
of having to close the outdated plant, 
Chrysler is to keep it going for as long as it 
takes to build a brand new $1 billion plant 
on the other side of the road. Chrysler is 
already reckoned to be the lowest cost 
producer of the big three carmakers. The 
new agreement will give it an extra edge. 

However, Chrysler is having less luck 
in finding something to do other than 
make cars. Mr Lee Iacocca, its chairman, 
said last week that it had given up its 
search for a high-tech company worth $2 
billion-4 billion; none could be found at 
that price to fit the bill. Chrysler will now 
look for a company worth around $1 
billion. 


What choice for South Africa’s businessmen? 


Overseas, Mr Gavin Relly, boss of the 
Anglo American mining group and a 
fishing enthusiast, seems to be in the 
forefront of South Africa’s liberal busi- 
nessmen. He is spearheading their call 
for the release of Mr Nelson Mandela, 
and for the repeal of all laws which 
uphold apartheid. Last year, he led a 
group of newspaper editors to Lusaka to 
meet Mr Oliver Tambo, leader of 
the banned African National Con- 
gress (ANC). Inside South Africa, 
however, other less powerful liberal 
businessmen wish that Mr Relly 
would devote less of his time to fish 
and more to using his clout to make 
politicians meet his demands. 

One such is Mr Raymond Acker- 
man, chairman of Pick ’n Pay, the 
country’s largest food chain, who 
says he has devoted his life to de- 
feating apartheid since he was 17. 
When union members from his com- 
pany were recently detained under 
the state-of-emergency rules, Mr 
Ackerman sent his personnel direc- 
tor along to see Mr Louis Le 
Grange, the minister of law and 
order. His workers were released a 
few days later. He reckons the govern- 
ment does listen to businessmen. Many 
others are dubious. They say business- 
men’s views bounce off the government 
like a ping-pong ball. 

Like many businessmen in the liberal 
camp, Mr Ackerman is strongly opposed 
to sanctions. “Already, I have to provide 
soup-kitchens for labourers thrown out 
of work because Sainsbury's and others 
are boycotting South African produce,” 
he says. He is also against a tax strike by 
business to force the hand of govern- 
ment—an idea floated on occasion. So 
what weapons do the liberals have? 

Not many, it seems, other than their 

ə willingness to speak out—usually in big, 
expensive newspaper advertisements. 
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Are you really liberal, Mr Relly? 


“Xerox will remain in South Africa as 
long as real change continues to take 
place. Xerox is dedicated to reform in 
South Africa,” said Mr David English, 
managing director of Rank Xerox (SA) in 
an advertisement splashed across the 
politics pages of the Cape Times. Some 
of Cape Town’s hard-line Afrikaners 
take offence at such words, saying they 
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will boycott the goods of outspoken 
companies. But that is of little concern to 
businessmen who have the overseas 
press to worry about—or who are con- 
templating a political climate ten years 
on, which might mean pleasing black 
South African politicians. 

Not all South Africa's businessmen 
feel the need to publicise their political 
outpourings. Leading Afrikaners have 
been notoriously quiet. Mr Derek Keys, 
the new (English-speaking) boss of Gen- 
cor, one of the country’s largest Afrika- 
ner industrial concerns, asserts that busi- 
nessmen cannot affect politics and it is 
futile to try. Instead, they must learn to 
adapt to political change. Does that 
mean Mr Keys would be prepared to 


work for a Gencor nationalised by a 
black government? He says yes. 

Other businessmen are convinced that 
doing good by their black employees is 
all that can be expected of them. Take 
Shell. At Rietspruit colliery, it has built 
attractive houses for black employees. 
Visitors are shown the servants quarters 
at some of them. Company schools for 
younger black children are first 
class. the schools and housing are 
still segregated, and the unions 
speak badly of Shell. Last year, the 
company told workers’ families they 
might lose their houses and schools 
if the menfolk were to strike. 

Others struggling for political 
change in South Africa.do not sing 
the praises of the businessmen. Mrs 
Sheila Duncan of Black Sash, a 
women’s group that has for many 
years campaigned against the bru- 
talities of apartheid, complains that 
when the economy looks bad, busi- 
nessmen suddenly become vocifer- 
ous on political subjects; but when 
the economy improves, they are 
quiet. Black trade unionists think 
that South African businessmen : 
have become politically active mainly in 
response to union pressure. : 

South Africa's businessmen frequently 
find that taking the liberal line is not 
easy. Afrikaners and government offi- 
cials complain about interference in poli- 
tics. Radicals say that businessmen are 
all words and no action. While black 
unions, in turn, direct most of their 
industrial actions at those businessmen 
who are most likely to respond—the 
liberals. For the South Africa’s belea- 
gured white businessmen, the pay-off (if 
any) comes from placating Overseas in- 
vestors, satisfying their own con- 
sciences—and, possibly, in pleasing the 
ever-diminishing circle of moderate 
black opinion. 
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#between Eurodotiar and Treasury bonds 


Why the Euromarkets feel a 


a Despite a , record-breaking year, the Eu- 
'obond market is suffering its worst trou- 
nce the bull market in these off- 
securities began in mid-1984. The 

cord is. the volume of new issues; the 


rouble is indigestion. Underwriting 
anks have lost an estimated $100m-200m 
n new issues since April. Most of the 
ding Eurobond houses admit privately 
they lost pots of money in the prima- 


fot. w mark with it: a held or to “the 
pnds, = interest rates eventually fell 


ng them to sell the bonds at a : profit. 
when rates moved up, banks with 
iventories of bonds were hurt. 
 $485m issue of securitised real 
or Olympia & York which was 
hed as rates were turning up. The 
writing syndicate—led by Salomon 
lew York investment bank— 
o have lost $10m-15m in the 
na fine price and a mov- 


in the belly 


The widening gap between yields on 
American Treasury bonds and Euro- 
bonds (see chart) ‘has worsened the 
losses: when Treasury prices dropped in 
New. York, Eurobond prices dropped 
even further. And when in May, Treasury 
prices rose, Eurobond prices hardly 


budged. This growing differential proved 


particularly painful for banks which had 
hedged their Eurobond positions. 

Eurobond hedging works on the princi- 
ple that Eurobond prices follow those of 
Treasuries. Typically, when a hedger 
buys a Eurobond for, say, $100, he also 
sells Treasuries—a contract to deliver 
them at a specified future date—for $100 
cash. If a month later interest rates have 
risen, Treasuries will have fallen in value. 
So the hedger buys the Treasuries he 
must deliver for the current price of $95. 
So he is left with $5 profit of the cash, 
which compensates for the loss in value of 
his Eurobond. 

But this year hedgers of Eurobonds 
have lost money. When interest rates 
have risen, Treasury prices have fallen by 
less than Eurobond prices. And, when 
interest rates have fallen, Treasury prices 
have risen more quickly than Eurobond 
prices. 


Why the widening- spread. between 


Treasuries ¢ and Eurobonds? The reason 
simple: supply and demand in Europ 
While the teh of debt from compani 
elie to fix heir a Ss costs in 


has risen, demand has sh 
spread between yields- “on 
bonds and those on Treasuri 
widen to attract buyers. M 


‘interest rates 5 have a tumed E | 
-investors away from Eurodol 


they might tolerate a weak dollar if 
dollar yields were much higher than 
Euroyen or Eurodeutschemark b 
But they no longer are. are 

Corporate Eurobonds have pr 
particularly unpopular with investors tl 
year: worries about the high debt 
health of many American firms and hence 
the durability of their bond issues have 
ied Eurobond investors to prefer coun- 
tries’ issues or Treasuries. For example 
iBM Eurobonds, usually the lowest yield 
ing corporate bonds, are now trading a 
about 80 basis points (hundredths of on 
per cent) over Treasuries. As recently as 
1984, IBM Eurobonds were issued a 
yields below Treasuries. Bonds issued b 
Sweden, one of the best-regarded sover 
eign issuers, trade at about 35 basis points 
over Treasuries. 

With ordinary investors on the side 
lines, this year’s issuing boom—chiefly ¢ 
dollar, fixed-rate issues—has de: | 
on the banks acting as quasi-investors : 


Many commercial banks that act as w 
derwriters in the Eurobond market. ui 
able to place the inventories they have 
built up, have entered into asset swaps. 
This involves selling fixed-rate bonds—a 
a loss—to the banking side of the instit 
tion which then swaps them for floatin 
rate assets. This is less risky than leaving 
these unwanted assets as fixederat y fo! 
















\ok like lasting. While the dollar Loran 
falling, demand for dollar securities from 
European and Japanese investors will be 
- and while coupons remain low 
wiji continue-to want to make 
sues, whatever the spread over Treasur- 

Arbitrage investors moving their 
ey to. exploi differences in yields) 
tween the two bond markets will ease 
congestion a little: although spreads 
Treasuries have risen for corporate 
rrowers in the United States bond 
rket, spreads in Europe have risen 























even more. So some American compa 
nies which would have come to London 


are shifting back to New York. 

But there are barriers to arbitrage 
between these markets. Two special fea- 
tures of the Eurobond market allow 
American companies at times to raise 
money as cheaply in the Euromarket as at 


home. Tax-dodging European investors 


prefer the anonymity of bearer bonds, 
which they can only buy in the Euromar- 
ket. Costs are also lowered by Eurobond 
houses’ apparently undimmed willingness 
to underwrite bond issues at a loss, in 
return for market share. And arbitrage is 
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In April, Prudential-Bache, an Ameri- 
can securities firm, raised more than 
- $850m from American investors when it 
i. launched its “First Australia Prime In- 
| come. Fund”. This was far beyond the 
original target of $75m, earning Pru- 
|. Bache an estimated $65m in fees. The 
“selling point was the high yield on Aus- 
tralian government bonds—interest 
rates of 12-14%—at a time when interest 
rates were falling in America. As for 
currency risk, American investors were 
- relaxed. The American dollar was a 
weak currency. Surely the Australian 
dollar could hardly get much weaker? 

- The Americans were late to this party. 
The same arguments had long propelled 
~ yield-hungry Japanese investors into the 
Australian bond market. Both sets of 
investors are now regretting not having 
paid more attention to the flip side of 
foreign bonds that boast high interest 
rates: currency risk. Since January 1985, 
the Australian dollar has fallen by 54% 
against the yen and 25% against the 
American dollar. The Japanese have lost 
the most. Many bought their bonds at an 
exchange rate of Y225 to A$i. The 
exchange rate is now Y95. Most are 
grinning and bearing their losses. 
Americans are not so patient. They 
have dumped bonds which, in practice, is 
the same as selling the Australian dollar. 
This sparked the latest run on the cur- 
rency. The result was an extraordinary 
about-turn in policy. On July 28th, the 
Australian government reversed a deci- 
sion, made less than a month earlier, to 
extend withholding taxes to overseas 
holders of Australian securities. 
This partly assuaged the markets. But 
the government's s about-turn increased 
d the worries many investors have about 
confusion over policy-making in the 
ae Auoranan government. Mr Paul Keat- 
tralia’s federal t treasurer, hurt 








< The “lucky country” is proving not so lucky for investors in Australian 
~ bonds. The Australian dollar’s collapse persuaded the Hawke government 
on July 28th to raise interest rates and also sensibly to relax rules on 
_ foreign investment. Further falls in bonds and the currency look inevitable, 
-unless this month’s budget is a real humdinger 


gonaden when he spoke recently 
about the risk of the country becoming a 
“banana republic”. 

Foreign investors were astonished at 
the original attempt to apply a withhold- 


Australia's: 
exchange rates 


230 





90 15-year government 


bond yield 


1083 B4 BS a6 


ing tax, particularly as it came from a 
Labor government far less insular and 
protectionist on financial policy than its 
conservative predecessor. The proposal 
would have made it more expensive for 
Australian companies to borrow off- 
shore—an odd decision for a country 
with a net external debt of some A$75 
billion, or 33% of GDP. It also damaged 
the burgeoning market in Australian 
dollar bonds issued in Europe, where 
A$13 billion worth of issues are traded; 

The economic costs of such misjudg- 
ments are rising. The Australian bond 
market has suffered a series of disap- 


-Eurobonds will remain meagre. Even 


_made only $7m from new Eurobond e 
sues in the first half of this year, com- 


take some convincing before’ coming 













private placements. 
Incomes from underwriting and sellin 





Credit Suisse First Boston, generally or 
of the most profitable Eurobond houses, 


pared with about $30m in the whole of. 
1985, But it has made more than $20m on 
issues of equity in the Euromarkets. Only 
houses with specialist niches like this are ` 


making decent profits. Japan's Nomura, - 


with its strength in the Euroyen market, 














pointments as inte est rate i 
increased. The latest bout of weakne 
again caused the Reserve Bank of Aus- 
tralia, the central bank, to raise interest 
rates. The treasury re-discount rate rose 
from 14.6% to 16%. As a result, bond 
yields are now over 14% against 12% 
less than a month ago. | 

Have foreign investors gone away for 
a long time? Probably not, but they will 


back. Mice: Siek a 19th, © 







idget. Any 
will fall forth Inve tors. express | two 
worries. First whether the prime minis- 
ter, Mr Bob Hawke, is prepared to 
accept the loss of popularity implied by a 
fiscal and monetary squeeze. Second, 
whether the unions will accept austerity. 

The government’s policy so far has 
included an odd mix of financial liberali- 
sation—the currency was floated in 
1983—and an incomes policy based on a 
“wage accord” with the unions that in- 
dexes wages to prices. Australia has 

more powerful unions than most. coun- 
tries. They have successfully ‘defended i 
rigid wages and staffi is a prob- 









$ dependent | 
ings, ee partit ularly- w in ihe current | 
slump in. commodity prices. 

Mr David Hale, the chief economist a 
Kemper Financial Services in Chicago,- b 
has compared this year’s vogue among = - 
American investors for Aussie bonds | 
with the fashion for Mexican peso certifi- 
cates of deposit in the early 1970s. Aus- 
tralia risks a similar fate as Mexico: a 
thumping devaluation. But there is alsoa f 
contrarian view. By his.exaggerated talk 


of a banana Cape tgs ya Ae ha 
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and Deutsche Bank, which dominates the 
Eurodeutschemark bond market, are ex- 
ceptions to the rule that, as the number of 
banks in the Eurobond market increases, 
the profits they make decrease. 


America’s unitary tax 


Calling Britain’s 
bluff 


Time is running short for a peaceful 
settlement over unitary tax. The Reagan 
administration has long tried to persuade 
California and four other states to scrap 
the unitary system—which taxes multina- 
tional companies on a percentage of their 
worldwide earnings rather than local 
profits. So have various lobbies in Cali- 
fornia. But all attempts so far have run 

o lots of objections and complications, 

Juding constitutional ones. Britain may 
‘not wait on America much longer. 

On July 24th, three British members of 
Parliament, led by Mr Michael Grylls, the 
Conservative MP for Surrey North West, 
wrote to Mr James Baker, America’s 
treasury secretary. If unitary tax still 
stands at the end of the year, they predict- 
ed, Parliament would “expect” the Brit- 
ish government to trigger a clause special- 
ly included in last year’s finance act. The 
clause would allow Britain to abolish tax 
credits on repatriated dividends for 
American companies. 

Multinationals which invest in Califor- 
nia hate unitary tax both because it often 
results in double taxation of profits 
earned elsewhere and because it means 
they must file reams of paperwork. For- 
eign firms reckon that the unitary system 
overtaxes them by £60m ($90m) a year. 
The British government's proposed re- 

iation could cost American firms in 

itain as much as $500m a year. 
™ Many Californians, however, think it is 


system. They claim it prevents 
inationals from shifting profits from 
ond place to another and so lowering tax 
bidls. Californian legislators sympathetic 
to the complaints of the multinationals 
have tried to repeal the tax four times 
j 1980, and failed each time. Last 
, the repeal bill was tied to controver- 
legislative proposals for disinvest- 
t in South Africa. The current bill 
ins a clause that would charge com- 
paniès a total of $80m a year for the 
pleasure of opting out of unitary tax. 

The Reagan administration is caught 
uncomfortably in the middle. President 
Reagan does not want to be seen interfer- 
ing in state matters. Yet unitary tax 
contravenes the spirit of America’s dou- 
ble taxation agreements with other coun- 
tries. The letter from the British MPs 
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“The general structure of interest rates is 
now as low as at any time since 1977.” 
“Real interest rates, given my expecta- 
tion of inflation, are historically high.” 
This sounds like a debate between con- 
tradictory views, but actually both com- 
ments came from Mr Paul Volcker, the 
chairman of America’s Federal Reserve 
Board. The first, on July 23rd before the 
senate banking committee, made finan- 
cial markets worry that American inter- 
est rates had hit bottom. The second, on 
July 29th, before the House of Repre- 
sentatives banking committee, was taken 
as a hint that interest rates had further to 
fall, so bond prices recovered from their 
slithery week. 

Apart from confirming that markets 
move at the slightest twitch of Mr 
Volcker’s eyebrows, what does this 
mean? As the chart shows, both state- 
ments are correct. Nominal interest rates 




























helped prompt Mr Baker to meet with 
representatives of multinational compa- 
nies in Washington on July 28th. 

Mr Baker will have to hurry. Mid-term 
elections loom and it is still uncertain that 
a federal repeal bill can be passed by 
Congress this year. Various plans are 
being considered. One possibility is 
“Christmas treeing’’—ie, tacking the bill 
on to another piece of legislation that has 
to go through this year, in order to speed 
it along. Another method would be to try 
to amend America’s double taxation 
agreement with Britain—though this 
would doubtless prompt Japan, West 
Germany and others to ask for similar 
changes. 

Congress is too tied up with President 
Reagan’s big tax reform bill to want to 
worry about unitary tax. Should nothing 
be done, then Britain will have to decide 


The Delphic Volcker, cont'd 








US 3-month interbank rates 


1975 76 78 80 82 84 86 


(before adjusting for inflation) are back 
at 1977's level, but real rates are still high 
at above 4%. Economists argue over the 
right way to calculate real rates. Our 
chart deflates nominal rates by using the 
rise in the consumer price index over the 
previous 12 months. 

Financial markets worry more about 
future rates of inflation (over the period 
they will hold a security or deposit) than 
about past ones. Mr Volcker added that 
he worries especially about high real 
interest rates on long-term securities, 
such as bonds. American consumer 
prices fell at an annual rate of 1% in the 
three months to June 30th. This suggests 
that inflation in 1986 as a whole may fall 
further before rising again next year, so 
real rates may go higher than in the 
chart. 

This makes interest rates more painful 
to debtors—such as American farmers 
and wildcatters—than the negative real 
interest rates enjoyed in the mid-1970s. 
If Mr Volcker wants real rates lower, he 
will need to engineer a hefty cut in 
nominal rates, especially if oil prices fall 
further and help pull down consumer 
prices even more. 


whether to embark on a tax struggle with 
America or shut up. If Britain decides to 
shout, it should make it loud. As the tax 
reform bill now stands, foreign compa- 
nies are going to have to pay for some of 
the tax cuts so generously being offered to 
the American people. 


British property 


Surveyors fight 
for survival 


While partners of stockbrokers were 
making millions from London’s Big 
Bang, partners of chartered surveyors 
looked on enviously. Traditionally these 
firms, whose members are professionally 
qualified to provide property services 
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Bad odours at Billingsgate 


America’s Goldman Sachs and Britain's 
Baring Bxothers have found out the hard 
way that fields and coupons are not the 
only thing tjpahgovern property values. 
The pair’s Sale in June of a new office at 
Billingsgate, London’s old fish market, 
has turned rotten. A specially created 
company, Billingsgate City Securities, 
whose sole asset is the property, issued 
three sorts of security: deep-discount 
mortgage debentures, ordinary shares 
and preferred shares. The lead banks 
billed the financing, worth £79m 
($117m), as the first big securitisation of 
a British commercial property. 

Goldman and Barings managed to sell 
the deep-discount bonds, which are se- 
cured on the property. The deal also 
looked good for holders of £18m of 
ordinary stock. They take more risk but 
receive 70% of any increase in the rent 
and 70% of any increase in the building’s 
value. All the ordinary stock remained 
with a company associated with s&Ww 
Berisford, the developer of the property. 

Where Goldman and Barings ran into 
trouble was in the placement of £35m of 
preferred shares. Market gossips say that 
almost the whole issue has remained on 
the books of the lead banks (though 
Goldman denies this). Institutional in- 
vestors thought the shares a raw deal: a 
yield of only 6%, with the promise of 
30% of any increase in rent and 30% of 
any increase in the building's value. 
Sales of preferred stock were also hurt 


such as valuation, management and agen- 
cy, have been partnerships. The rules of 
the Royal Institute of Chartered Survey- 
ors made it difficult to incorporate, and 
partners whose firms took in outside 
capital had to leave the RICS. But since 
July 14th new rules have allowed char- 
tered surveyors to incorporate and to 
raise capital from the public or outside 
interests. So they can copy stockbrokers 
and sell out. 

This change will speed the integration 
of property into other financial markets. 
Chartered surveyors whose main business 
is residential real estate agency stand to 
gain most, because they have lots of retail 
branches. Financial service groups are 
eager to buy these ready-made outlets for 
products like insurance, unit trusts and 
personal pensions. The Prudential insur- 
ance company, Hambro merchant bank 
and Lloyds Bank have already built up 
national networks of estate agents. Resi- 
dential surveyors would complement 
those nicely, or help other financial 
groups to catch up. 

Some chartered surveyors specialising 
in commercial property want to convert 
partnerships into companies as a prelude 
to raising more capital. Greed is not the 
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by rumours that the basement of Bil- 
lingsgate had flooded, that panels had 
fallen off and that the tenant—Samuel 
Montagu, the merchant bank—might 
therefore think twice before paying the 
full rent. 

It did not help that some chartered 
surveyors criticised the financing. They 


Not-so-liquid assets at the fish market 


only motive. The leading commercial sur- 
veyors make much of their money not 
from surveying, valuing and agency, but 
from managing property portfolios for 
pension funds. Merchant banks—which 
offer a wider range of investments—are 
competing for this business. The more 
that property becomes securitised into 
tradeable bonds or shares, the more easi- 
ly merchant banks will be able to push in. 
Surveyors also fear exclusion from prop- 
erty financing. When America’s Gold- 
man Sachs and Britain’s Baring Brothers 
recently arranged for the securitisation of 
the new Billingsgate office block, no 
surveyors were involved (see box above). 

Commercial firms face three choices. 
They can do nothing, and risk the banks 
pushing them back into old, less profit- 
able work such as surveying and valua- 
tion. Or they can decide it is not worth 
trying to compete on their own and look 
for a purchaser. This is what Michael 
Laurie, a commercial surveyor, did last 
September. Morgan Grenfell bought it 
for about £50m (£20m of which is report- 
ed to have gone to the senior partner, Mr 
Elliott Bernerd). The third choice for 
surveyors is to battle with the banks for 
property investment work by hiring prop- 





disliked the issue because by listing the 
shares on the Luxembourg stock ex- 
change it challenged unitisation—the 
creation of special exchanges to trade 


units representing ownership of proper- 
ties. Surveyors hope that in a unitised 
market they could play a leading role. 
But Goldman and Barings reckon that 
the creation of special property ex- 
changes is unnecessarily complicated 
when stockmarkets already exist. 
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erty analysts and corporate financiers, 
and depending on the firm's specialised 
knowledge to attract business. 

This is the route chosen by Jones Lang 
Wootton and Richard Ellis, two big firms. 
These have set up financial-service sub- 
sidiaries which arrange financings for 
property. They also do corporate 
nance—such as flotations, and mergt 
and acquisitions—for property compa- 
nies. If “unitisation” of property ra 
off, they aim to arrange, deal in ahd 
distribute property units. More capRal 
would be needed to buy the costly cons- 
puter hardware and manpower that this 
requires, and to finance further expan- 
sion into overseas markets. Both firm 
are candidates for public flotation. } 

Whether the leading surveyors ch 
to go it alone or be bought up dependsfon 
how they view the property market. To 
some, it is just another financial mafket, 
no different from gilts or equities. For 
those that think so, it makes sense to join 
a more broadly-based financial firm. But 
most surveyors still believe that their 
market is intrinsically different. Mr Chris- 
topher Jonas, senior partner of a leading 
commercial surveyor, Drivers Jonas, is 
one. He says his firm will not incorporate 
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Surveyors with expertise in subjects like 
rent. reviews, planning constraints and 
leasehold tenure, not to mention dry 
rot—all factors which differentiate the 

-property market from more liquid finan- 

<. cial markets. 


- Racehorse sales 





‘Keeneland quivers 


“Last December 2ist, 


Judged that one particular investment 

s imet faced a crash as resounding as 

-© Wall Street’s in 1929. The price of top 

` yearling racehorses had been soaring for 
more than a decade, reaching a record 
_ price for one yearling of $13.1m at the 
-1985 Keeneland sales in Kentucky. The 
~ 1986 Keeneland sales were held last 

. veek. The. price for the top yearling 

ote < ropped by nearly three-quarters, from 
~'$13.1m to $3.6m. Average prices at the 
select sales (ie, of top-class yearlings) fell 
by 24% to $408,160, although interesting- 
ly prices at the subsequent non-select 
sales (ie, of second-class yearlings) slight- 
ly increased. 

The mini-crash at the select sales oc- 
curred even though the main eventual 
cause that we had forecast for a slump has 
not yet appeared. We said in December 
that the royal Maktoum family of Dubai 
would some day become a force for 

_ increasing the supply of yearlings through 
the family’s new studs, instead of con- 
_Stantly increasing demand at the auctions. 
Last week, the Maktoums still spent an 















or sell out. He thinks a niche exists for _ 


The Economist 


Dear De Beers 


In a letter to us on page 4, De Beers 
Consolidated Mines, which is incorpo- 
rated in the Republic of South Africa, 
attacks our article “Go for gold” (July 
19th), in which we argued that the best 
form of sanctions against South Africa 
would be market action to bring down 
the prices of gold and diamonds. We 
agree with just one point in this letter: 
namely, that De Beers has been in the 
forefront of South African companies 
working for a more decent society there. 
But we disagree with almost everything 
else the letter says, and it is important to 
explain why. 

De Beers starts by saying that South 
Africa’s (presumably annual) exports of 
diamonds are worth only $375m, not the 
$1 billion we quoted. The International 
Monetary Fund valued South Africa’s 
export of diamonds last year at $1,007m. 
We accept that there are different con- 
ventions for measuring how many of 
these should be called Botswana’s, and 
how on earth they should be priced; this 
seems to explain the difference between 


extraordinary $40.2m to buy 57 yearlings 
at the Keeneland select sales, which 
meant 38.5% of everybody’s total expen- 
diture there. The crash to be caused by 
their transformation from demanders to 
suppliers, and because the fall in the price 
of oil should cut their purchasing power, 
is still to come. 

Most of the purchases the Maktoums 
make in Kentucky are brought back to 
race in Britain, so the world’s finest 


Brave came second in the English Derby 


the two figures, but we prefer the IMF's | 
as a real measure of the impag®on South 
Africa's trade. 
Second, De Beers -danig 
Central Selling Organis 
which it dominates, has an 
markets other than by “ey 
short-term fluctuations”. It 
“analysis would show that over a 
tended period of time supply and 
mand for diamonds have: been appro 
mately in equilibrium.” Of cour 
analysis would show that the supply and: 
demand of anything over an extended 
period were in equilibrium, because that 
is what supply-and-demand means. 
But in diamonds both are influenced 
by the cso. The only policy change that 
we suggested was that the cso should be 
treated like any other ring, so as to | 
reduce its restrictive effect. After deny- 
ing that the Cso has any restrictive effect, | 
De Beers then says that the policy | 
change we recommend would cause 
hardship to many millions of people. 
Does even it understand its own case? 
















































racehorses are today running on English 
grass rather than American dirt. A medi 
ocre British three-year-old was this year... 
jetted to America to come second in the. _ 
Kentucky Derby, but later finished far 
back in England’s Epsom Derby. _ : 
The expensive yearlings of the infla- = 
tionary 1984 Keeneland sales have now 
raced through their main three-year-old 
season, and have made donkeys out of 
the biggest spenders on them. The topo 
(over $10m) yearling of 1984 never man- 
aged to run on a racecourse. The second, — 
the $8.25m yearling now called Imperial 
Falcon, has won two small races in Ire+ 
land; its disposal price now will not be the 
$40m as a stallion which would have made . 
its purchase worthwhile, but much nearer | 
the price of horsemeat. | 
The winner of the 1986 English Oaks 
cost only $42,000 in 1984 as a yearling, 
and this year’s champion colt in England 
(Dancing Brave) cost $200,000. Dancing 


to Shahrastani, which had no price as a 
1984 yearling because the Aga Khan bred ~ 
it himself. Shahrastani has been syndicat- 
ed to stand (ie, breed) as a stallion in - 
America for around $20m, while Dancing 
Brave (with the aid of one of the new 
Maktoum studs) is to stand in England at. 
something like the same price. 
All of the English racing establishment 
is delighted that more of the top stallions 
are staying in Britain, so that the New-. 
market sales may become more impor- 
tant than the Kentucky ones some time- 
during the stallions’ period of parent- 
hood. Just in time forthe real crash? 
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_ jobbers are reacting to them 


London’s “Big Bang” needs to be 
sen in its broadest international 


capitalist world’s three main fi- 
ancial markets—the others are 
‘Tokyo and New York—in an 
merging round-the-clock finan- 
cial system where securities firms 
are becoming as global-minded 
as the multinational companies 
and the institutional investors 
«they serve. 

The table opposite looks at 33 
leading players, including the 
-Japanese and American interlop- 
ers. Many have purchased the 
expertise they think they will 
need—acquiring stockbroking, 
 jobbing and discount houses and 
even estate agents. Others have 
_ chosen to set up their own teams, 
and tured experienced people 
from established firms to run 
them. Their common thrust is 
expansion, of their staffs as well 
-as their activities. 

-< The Economist has asked each 
-institution listed what it hopes to 
be doing by the end of this year. 
The answers are given in the 
table. Be sceptical. Firms are loth 
to be seen doing less than their 
i: rivals, and it is hard to see how 
they can all realise their hopes of 
-bigger profits in a market where 
competition is increasing and 
prices for their services (notably 
_ their commission rates) are going 
to fall. Some mauled firms will 
retrench; others will be pushed 
-into shotgun mergers. 


-Negotiated 
. commissions 


` When the term was first used in 
- 1983, “Big Bang” referred only 
-to the abolition of stockbrokers’ 
fixed commissions on the sale and 
purchase of shares for their cli- 
ents. This was inevitable. New 
York’ scrapped all its remaining 
fixed commissions on share trans- 
actions on May 1 1975 (“May- 
day”). After that, London, the 
pre-eminent financial centre in its 
time zone-——was destined eventu- 


ontext. The City is one of the. 








down to October 27th 


The “Big Bang” in the City of London on October 27th will 
blow up restrictive practices In Britain’s financial markets: 
fixed commission rates; demarcation lines between brokers 
and jobbers; and jobs for the old boys in the gilts markets. 
This, the first of a series of Big aang Briefs, explains the 
main changes. The table shows how 


ankers, brokers and 


ally to conform 1f it wanted to 
remain internationally com- 
petitive. 

The change will hurt some 
London brokers as it did New 
York's, where commissions for 
individual investors have in- 
creased since Mayday but where 


commissions for the big institu- 


tional investors, which account 
for most of the trading, have 
fallen to between five and ten 
cents a share (averaging between 
0.15% and 0.3%). In London 
institutions have to buy £600,000 
worth of a share before reaching 
the bottom rate of 0.3%. 

Change in Britain was pushed 
through by a Conservative gov- 
ernment against the opposition of 
its supporters in the City. The 
surprise is that It took so long. 
The London Stock Exchange, 
with its self-made rules, could not 
expect for ever to remain im- 
mune from the Restrictive Prac- 
tices Act of 1956. An investiga- 
tion of the exchange’s activities 
under this legislation was initiat- 





The clock’s no longer stuck at ten to three 


ed by a Labour government. h 
the Conservative government 


that succeeded it, Mr Cecil Par- 


kinson, then secretary of trade 
and industry, refused to call off 
the investigation until the ex- 
change agreed to the abolition of 
fixed commissions, 

Single capacity was the next to 
go. In City jargon, single capacity 
describes the system where job- 
bers take positions in securities 
(making money from the spread 
between their buying and selling 
prices) and brokers buy and sell 
securities from the jobbers for 
their clients (making money from 
commissions). From October 
27th, dual capacity will be per- 
mitted, ending demarcation be- 
tween jobbers and brokers. 

When brokers calculated how 
much a free market would eat 
into their margins they decided to 
make markets themselves, Job- 
bing firms, in turn, decided they 
would need to act as brokers. 

To preserve the competitive 
elements of the jobbing system, 
the exchange will enforce two 
new rules. The first permits bro- 
kers to conduct business with 
their own jobbers only when the 
in-house jobber at least matches 
the best price on the market. The 
second requires jobbers continu- 
ously to advertise their prices on 
the exchange’s electronics price 
service. 

The London Stock Exchange 
agreed in June 1984 to permit 
corporate membership, serap- 
ping rules that had restricted 
membership to individuals. By 


then it was apparent that both 


single capacity and fixed commis- 


sion rates were doomed. This 
opened the way for outsiders, 


“to buy 
So many 


have taken advantage of this new 


freedom that almost every lead- 


ing stockbroker and jobber in the 


City is today part of a larger 
group. Cazenove, the City’s most 
secretive and blue-blooded bro- 
ker, is the notable exception. 
Those commercial and invest- 
ment banks that have chosen not 
to buy exchange members have 


set-up their own operations. They 


include Merrill Lynch, America’s 
biggest brokerage house, and 
Nomura, Japan’s largest securi- 
ties company. 

Thanks largely to the efforts of 
the Bank of England, the “Big 
Bang” on October 27th will also 
blow up restrictive practices in 
the gilt markets, where British 
government securities are traded. 
Under the old system, Mullens 
acted as the government broker, 
issuing government securi” 
Two jobbers, Wedd Durlai 


Mordaunt and Akroyd & 
Smithers, dominated market 
making. 


In opening up the gilt market, 
the Bank of England has formed 
its own internal issuing arm for 
gilts—led by Mr Nigel Althaus, 
previously of Mullens—-and invit- 
ed all and sundry to apply to be 
official primary gilt dealers. Li- 
cences were awarded to 29 firms 
(two have already dropped out). 
They will all be able to deal from 
October 27th. But the market ts 
not big enough to provide all 27 
with a living. Some, like the firms 
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Í Now: each and every Friday 
a million to win... 


i This extraordinary chance and others are offered to you by the govern- 
-ment controlled NORTH-WEST-GERMAN STATE-LOTTERY. Extra- 
enan Every 3rd ticket-number wins guaranteed within the period of 
the iial Total winnings for the Hy lottery will amount to about 
169 million DM. Alone the Super-Jackpot entail 28 million DM. 


i The maximum Super-Jackpot 
| alone comes to 2 x 2 million DM. 


The prize-money is paid in DM, one of the strongest currencies in the 
>< world. Thelottery runs overa period of 6months ~ one class per month. lst- 
Sth class gives you four chances in each of the four weekly drawings. The 
~&th class offers you 6 chances - that is 6 chances to win! The prize-money 
~ Jncreases from draw to draw. All drawings are supervised by state audi- 
tors. 
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Secure your chance to win now! Mail your coupon taday! 
_ [Mail to: W. Ruge » Heidenkampiweg 32 D-2000 Hamburg 1 W.-Germany 
; Please write in German © English O M.O Mrs.O MissO 
“Clear letter-printing please 
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(@ We'send you the ticket 
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GEI MAN Ea LOTTERY runs from October 26th, 1986, to — 1987 


Government 
Controlled 






using ‘either cash by 
registered airmail-postage, inter ‘postal order, cheque 
drawn by bank or travellers cheque. You con also pay. for your 
ticket after receipt of the invoice. - 










$ hone the ofid al winning ss 
hë next class, as your previous ticket is 
ofter each.cl class. 


schedule. After each. 
together with your tic 
eliminated from the é 

@ You will be notified ec ou win within days. Your prize-money 
will be transferred by cheque to any place you want. The prize- 
money is paid to you free of German tax and the whole amount will 
be paid without any. deducations. You remain absolutely anony- 
mous. 

g We quarantee fast, reliable and confidenti al service world-wide. 





the lottery: 1 
2 x 2 million DM « as maximum prize-money 
6x 1 million DM 

18 x ] million DM or 180 x 100,000 DM 

and in addition: 

200.380 x prizes up to 80.000 DM 





Mail to: Walther Ruge ° PN E EAS 32 
D-2000 Hamburg 1 - ey 


Order Coupe pc ola, 









Win 100 % with a 1/1 ticket, or 50% with a 1/2 ticke 
25% witha 1/4 ticket. Don't forget: either way, eve 
3rd ticket number wins | guaranteed! Try your luck! 






Be? 


Please fill in the number of tickets you wont to order with 
this coupon 





* The sound US-§ 0 orf © eueieaian a e 
exact exchange rates please ask your ba 


All prizes are for allé dassos including air mail postage and 


winning list after each class. No additional charges! Valid onh 


Vaid orty ere ge: Net avaiatia 1o rasidorts ot Singapore 


where legal! 





SCIENCE AND TECHNOLOGY 





Japan wants star without wars 


Whether and how Japan should partici- 
pate in America’s strategic defence initia- 
tive (SD1) are urgent questions for the new 
cabinet of the Japanese prime minister, 
Mr Yasuhiro Nakasone. Japanese compa- 
nies want to take part, fearing they may 

' erwise miss out on new technologies 

t star wars spawns. The government is 
een, too, that Japanese businesses 
uld be involved. It is less sure about its 

owẹ participation. 

Jgpanese businessmen are worried by 
thy precedent set by the SDI agreement 
between America and West Germany. It 
apparently leaves the patents on any new 
technologies with America’s Defence De- 
partment. They are also aware of their 
own lack of experience in transferring 
tec&nology to and from military agencies. 
The are pushing Mr Nakasone to con- 
clud a  government-to-government 
agreement with the Americans that will at 
least offer them some opportunity to re- 
import SDI technology in the future for 
their own commercial use. 

Although the Americans rejected the 
requests of West German companies on 
technology retransfer, they may want 
Japan’s know-how, and especially its la- 
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sers, so badly that they will be prepared 
to make concessions. One way would be 
for Japanese and American companies to 
undertake SDI research as joint ventures. 
The formal word from the Japanese elec- 
tronics giants—Mitsubishi Electric, To- 
shiba, Hitachi, NEC and Fujitsu—is that 
they are waiting for a government-to- 
government agreement before making 
any moves, but the Tokyo rumour mill 
has company-to-company talks already 
under way. 

Japan sees SDI as a way of extracting 
technology from America. In 1981, the 
Japanese government decided that the 
country’s then level of technology had 
been commercially exploited to the full 
and a new injection of ideas from re- 
search was needed. Under the co-ordina- 
tion of the Ministry of International 
Trade and Industry (MITI), it started to 
back a range of R&D projects to develop 
the basic technologies for the industries of 
the next generation. Participating in SDI 
would fit well with this policy, especially 
as initial SDI research is to be in basic 
technology. Systems development will 
not begin until some time in the 1990s. 

Japanese government participation is a 


politically sensitive questio ne reason 
that resolving it was put off until after the 
general election on July 6th. Mr Naka- 
sone is enthusiastic about the project. So 
are the Foreign Ministry and MITI. They 
are happy to find an area in which trade 
frictions with the United States can be 
lessened. But Japan’s Ministry of Science 
and Technology is lukewarm. It is partic- 
ularly fearful that its space agency, 
NASDA, which is devoted to non-military 
space research, will be a loser. The Japan 
Defence Agency also sees few benefits for 
itself and is undecided. 

Many Japanese scientists are uneasy 
about the militarisation of basic research. 
Laser researchers at the universities wor- 
ry that their future research may get 
blocked by spi considerations. They point 
to a notorious conference on optics held 
in America last year at which America’s 
Defence Department prevented a paper 
being read in public. They also worry 
about the United States putting itself in a 
position to dominate the administration 
of the non-communist world’s technology 
in the next century. 

Public concern, in a country which 
forbids nuclear weapons on its soil, cen- 
tres more on the disarmament debate. It 
will probably cause the government to 
decide that Japanese companies can par- 
ticipate but not public agencies. Like the 
West German government before it, the 
Japanese government will find itself 
downplaying the military aspects of SDI 
and emphasising the benefits for the 
country’s high-tech industries. 

Despite three Japanese fact-finding 
missions to America since the United 
States formally asked Japan in March 
1985 to participate in SD1, the Americans 
have given only the broadest hints of what 
they want from the Japanese. But it is 
clear from their list of “technologies of 
high interest” (see below) that it is Ja- 
pan’s knowledge of lasers and other opti- 


What America wants from Japan 


tical data storage 

Distributed feedback lasers at 1.3 microns 
Mercury-cadmium-tellurium alloys 

for infrared imaging 
Laser diodes 
Optical-fibre local area networks 
Gallium arsenide wafers 

and other III-V materials 
Liquid-crystal displays 
Electric luminescent fiat displays 
Imaging chips for graphic displays ° 
High-density memories 
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cal and electro-optical devices that at- 
tracts them most. Much of the technology 
the Americans want from the Japanese is 
at the subsystems level. Japan does not 
have as much experience of incorporating 
ies into military systems as 
| ones. 

y been some co-opera- 
e two countries under an 
agreement reached in 1983 for Japan to 
furnish America with technical assistance 
in military fields. Image-tracking technol- 
ogy developed by Toshiba ended up as 
the homing head for surface-to-air mis- 
siles. The second request under this 
agreement was rather lower tech: Mitsui 
Engineering & Shipbuilding, Mitsubishi 
Heavy Industries and Hitachi Zosen were 
asked to help with military shipbuilding. 


The brain 
In technicolour 


In brain science, ideas are commonplace. 
But scientists have precious few ways to 
collect from working brains the data with 
which to support their ideas. Of their two 
most useful techniques, one is like a 
microscope, revealing only tiny details, 
the other like a telescope, detecting only 
gross changes. What they need—and now 
have—is something that marries the two. 

The microscope is “single-cell record- 
ing” from an electrode inserted into an 
individual neuron (brain cell), Using it a 
scientist can conclude, for example, that a 
particular neuron reacts to the colour red 
or a narrow black vertical stripe crossing a 
particular part of the retina. But it takes 
anything up to ten hours to place, wire up 
and get data out of a single electrode, and 
it seems virtually impossible to apply 
more than one of them at a time. 

The telescope is “‘positron-emission to- 
mography” (PET), which relies on the 
injection of special radioactive isotopes, 
whose subsequent activity can then be 
picked up from outside the skull. Greater 
activity is seen in regions that are using up 
more energy. During reading, for exam- 
ple, the visual-analysis part of the brain 
may glow. In the same brain listening to 
music, the auditory part glows. 

But the telescope gives too little detail 
and the microscope too little breadth. A 
method closely related to the PET tele- 
scope that can be used on animals em- 
ploys a substance called 2-deoxyglucose 
to achieve much higher resolutions: a few 
tenths of millimetres, rather than the 
9mm resolution which is the best PET 
manages. But the method involves killing 
the subject. What researchers really want 
is a way to record the activity of whole 
regions of a living brain cell-by-cell— 
simultaneously and repeatedly. Hence 
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their interest in a new technique devel- 
oped by Dr Gary Blasdel of the Universi- 
ty of Calgary in Alberta, Canada. 

Dr Blasdel uses a special voltage-sensi- 
tive dye—a compound called a mero- 
cyanin—to stain an area of exposed brain, 
which is then sealed off with a glass cover, 
8cm in diameter. Neither the dye nor the 
window seem to interfere with the normal 
functioning of the brain. As the test 
animal (usually a macaque monkey) is 
subjected to simple stimuli, the responses 
of the brain are monitored through the 
glass by video cameras hooked up to an 
image-processing computer. 

Brain signals are transmitted by build- 
ing up an electric voltage on one side of a 
tiny gap, called a synapse, between two 
neurons. Once the voltage is high 
enough, the cell “fires” and a chemical is 
released that crosses the gap and triggers 
an electrical signal in the next cell. The 
electric potential in the transmitting cell 
falls sharply. Dr Blasdel’s dyes appear to 
respond to the drop in voltage by getting 
darker. The image-processor converts the 
resulting shades of grey into an easier-to- 
read set of colours. 

The resolution depends on the size of 
the area surveyed, which Dr Blasdel 
varies between 0.25 and 1.7 sq cm. The 
highest resolution—finer than a hun- 
dredth of a millimetre—is good enough to 
detect the firings of individual cells that 
last for milliseconds, and to do so over a 
relatively large area. Collecting the data 
is quick: Dr Blasdel can get 500,000 
readings in only three minutes. 

The region Dr Blasdel has concentrat- 
ed on is the area at the back of the head 
where the eye’s raw information is pro- 
cessed—called the striate cortex. The 
striate cortex makes a good subject, par- 
ticularly in monkeys, because it is large, 
flat and accessible and because it is here 
that most progress has already been made 
in understanding the links between the 
brain’s function and its structure. By 
learning more about the way vision pro- 
cessing works, scientists hope to increase 
their understanding of a wider range of 
cortical activity—and perhaps of cortical 
disorders such as Alzheimer’s disease. 

Dr Blasdel’s method confirms much 
that was already known—for example, 
that the light from one eye elicits a much 
stronger response from a given neuron 
than that from the other. It is also known 
that the cells line up in “ocular domi- 
nance columns’’—all the cells in one 
column being dominated by one eye, and 
all the cells in the next being dominated 
by the other. Having confirmed old find- 
ings (and so demonstrated that the new 
method works), Dr Blasdel can then 
reveal some new features. 

He has found that another level of 
Structure exists. The cells appear to be 


AN 3 
—, 
N 
Mapping the byways 





grouped together in patches some half a 
millimetre across, with highly specialised 
functions when it comes to recognising 
edges cutting across the visual field. It 
was already known that the image from a 
particular sector of the visual field is 
processed by neurons in a distinct area of 
the brain, and that different parts of that 
area responded to different angles of 
orientation of the edge. Dr Blasdel has 
found that across each of his tiny mod- 
ules, the sensitivity to the edge’s angle 
varies smoothly: but between modules, it 
appears to jump sharply. Thus, each 
module seems to be able to detect edges 
whose angle varies by up to about 120 
degrees: if the angle varies more than 
this, a separate module—which may be 
some way away—takes over. 

Dr Blasdel admits that he has little id 
why the cells should be organised in the 
configurations he has discovered. But 
data is good, and his method has alregfly 
won wide acclaim. Dr David Hubel, 
won a Nobel prize for work (with lab 
ous electrodes) in this field in 1981, 
describes it as spectacular. 







Computers in education 


Unseen 


One day some students may graduate 
from Harvard without ever having 
walked the university’s hallowed halls. 
Harvard’s mathematics department has 
developed a system to teach live courses 
on computers to students anywhere in the 
world. The system allows students and 
teachers to talk to each other and see 
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each other's writing and markings on 
their computer screens while connected 
only by a single telephone line. The 
department is planning to teach its first 
such course for credit—basic undergradu- 
ate calculus—in spring 1987. 

The system has been developed by 
University Tech-Tel, a company set up 
for the purpose by Mr Sumner Myers and 
a group of academics at Harvard. After 
initial tests, they were given a grant of 
$535,000 in June by the Annenberg Pro- 
ject, a foundation which furthers college 
education for “non-traditional” students. 

Most of the technology comes off the 
shelf. Students need only an IBM-compat- 
ible personal computer, the relevant soft- 
ware, a modem that can receive and send 
both voice and data over a telephone line 
and a headset or telephone with a speak- 
er. The teacher needs the same (no main- 
frame is necessary) plus—and this is the 
asa “graphics tablet” which is used 

an electronic blackboard. Whatever 
iS written on the tablet, with a special 
pen, appears on all the connected com- 
puter screens. 

At its simplest: the teacher sits at a 
computer, talks, and writes on the tablet. 
The students reply and, by using their 
cursors and keyboards, type words that 
appear on all the connected screens. The 
Harvard team taught an experimental 13- 
hour calculus course in this way in the 
spring of last year to volunteers in Cam- 
bridge, Massachusetts, New York and 
Washington. Over this summer, the team 
is developing more complex software 
containing prepared pages that can be 
called up on the screens (like graphics 
slides at a lecture) and then written on 
during class. Initially, students will be 
able to see these pages only when the 
teacher calls them up during a lesson, but 
the team is developing software for the 
~~—dents to put in their own computers. 

5 will allow them to puzzle over pages 
their own time and, if necessary, link 
with the teacher. 

far, apart from bugs in the software, 
the Jnain difficulty is protocol: the stu- 
dets, unseen by each other, tend to talk 
all at once. Mr David Ellen, one of the 
team, recommends small classes and a 
strict code of behaviour for students. 

The potential of the programme is 
enormous. Disabled people and prisoners 
are\obvious future candidates. A recent 
breakthrough that enables video films to 
be stared on software and then fed on to 
the cfass’s screens and marked by the 
teacher promises to be particularly useful 
for long-distance medical classes: show- 
ing, for instance, films of operations. 
University Tech-Tel is even talking with 
the Chinese authorities about teaching 
from Harvard to China. Ivy League grad- 
uates from Peking University? 
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Guinea worm 


Wriggled inside her 


Thousands of years ago, God sent fiery 
serpents among the people of Israel for 
grumbling about Moses’s leadership in 
the wilderness. Freshly motivated, the 
people moved on to pastures new. But 
the fiery serpents remained behind. As a 
conference at Niamey in Niger heard in 
July, they still cause millions of people 
misery every year. 

Serpent’s disease is another name for 
the Guinea worm or Dracunculus, which 
threatens the health of about 100m adults 
and children in rural Africa, India and the 
Middle East. The World Bank estimates 
that the disease cost between $300m and 
$1 billion in lost labour in 1982. Its victims 
can be physically immobilised by sheer 
pain for up to three months at a time, year 
after year. 

Guinea worms start life as larvae in 





Homespun remedy 


shallow puddles, seasonal ponds and 
open wells. Their hosts for this period are 
water fleas called cyclops, which thrive in 
areas of open water commonly used as a 
source of drinking water. When contami- 
nated water is drunk, the larvae attach 
themselves to the wall of the victim’s 
digestive system where they remain unde- 
tected for nine months. 

Up to 40 immature worms then migrate 
to a spot just under the surface of the skin 
and grow. They can reach more than 
three feet in length. When they are ready 
to reproduce, they make a lesion in the 
victim’s skin, usually near the ankle. This 
ruptures on contact with water, ejecting 
up to 2m larvae into the water supply and 
sO perpetuating the cycle of disease. The 
worms remain in the victim’s body, often 
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making movement so painful that walking 
or working is impossible. The disease 
itself does not kill but can cause stcond- 
ary infections, such as tetanus and gan- 
grene, that often prove lethal. 

A battle against the 
launched six years ago with 
Nations’ “decade of cle 
so often, the affected cougtries get to- 
gether to compare notes and swap tactics. 
Their most recent assembly was that 
convened by the World Health Organisa- 
tion at Niamey in July to compare various 
ways of fighting the disease. 

Once in the body, the worm is hard to 
dislodge. It is unaffected by the immune 
system, so there is little hope of a vaccine 
working—or reaching all those affected— 
even if one could be developed. Home- 
spun remedies are used in many coun- 
tries. The most common is gradually to 
pull the worm out from under the skin 
and wrap it around a piece of cotton wool 
which is then tied to the patient’s leg. Hot 
fermentation is applied for several days, 
which draws the worm out further, It can 
work, but if the worm snaps and retreats 
into the body, the site will become 
infected. 

Quacks who practise this charge for the 
treatment according to the number of 
pieces in which the worm emerges and the 
number of days it takes to extract it. So 
slow progress makes financial sense for 
the quacks. 

The more modern battle with the dis- 
ease has to take place in the medium of its 
birth: water. Most effective is the provi- 
sion of a closed, piped water supply but 
this is expensive. Second best is to clean 
up locally contaminated drinking water 
supplies by boiling the water, straining it 
through a muslin cloth or treating it with a 
pesticide such as Abate, which kills the 
water fleas. But the water fleas are likely 
eventually to evolve resistance to the 
pesticide—as tsetse flies and malaria-car- 
rying mosquitoes have done. The biologi- 
cal approach might prove more successful 
than chemical pesticides: to stock con- 
taminated water with Barbella fish that 
eat the fleas. 

The problem with local clean-up pro- 
jects is that there is always somebody who 
goes and spoils it. Like the first man to 
throw a piece of litter on to a clean street, 
the diseased visitor to a decontaminated 
town only has to step into a stretch of 
water for the entire town’s supply to be 
re-infected. 

But the battle is not lost. The Ivory 
Coast reported 67,000 cases of the disease 
in 1966. An energetic decontamination 
programme reduced this to 592 in 1985. 
The sooner countries instigate national 
clean-up projects, the more likely they 
are to meet with success. Remember, 
early birds catch worms. 
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A PREMIER INVESTMENT OPPORTUNITY 
for 
INVESTOR IMMIGRATION 


< The Canadian government has this year added a new immigration category that allows 
persons to invest $250,000 Cdn as part of their qualification for landed immigrant status. 
CANADA WEST VENTURES LTD. has been approved by the Canadian EEUE for- 
this program as a privately administered investment syndicate. 


CANADA WEST is managed by Ventures West Management Inc. It has the eea ree. 
venture capital fund management team in Canada and one of the most successful. Ventures. oo oaoa 
West has been managing such funds for leading Canadian institutional investors for more 

than thirteen years. 








Those wishing more information on this program should contact Jeffrey McNair or 
Michael Brown at: a 
CANADA WEST VENTURES LTD. 
321 Water Street, Suite 400 Vancouver, B.C., V6B IB8 Canada 
Telephone (604) 688-9495 Telex 04-54449 















MINT Guaranteed Fund 
_ x NEW ISSUE OF SHARES x 


MINT Guaranteed offers the rewards of 
trading without the risks. The new issue of 
shares is open for subscription until 

tst October, 1986. 


@ Management experience backed by two 
centuries of trading | 


US Dollar based 
Complete confidentiality, | 
Minimum investment $30,000 i 


After 1 year the Wall Street Journal said “Also 
among 1984's top 10 was MINT Ltd which 
showed a 31.4% gain...”. After 2 years the 
Financial Times said “The best performer over 
this two year period was the MINT Fund. ..”. 
After 3 years Futures and Options World ‘said, 
“Number one in the offshore list is MINT Ltd 
which put on 33% last year’. 
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EDAF Man international Lid, investments Division, 
Licensed Dealers in Securities, 
Sugar Quay, Lower Thames Street, London EC3R: 6DU. 
Tel: 01 -626 8788 Telex: 885431 EDI MA! NG 

For hanna: details of investing in MINT Guafanteed Ltd., on a 


<a l J send me the prospectus of MINT Guaranteed Ltd. Special is 
return of your |g Shares | 


capital creates an | investment | pName 
opportunity you can’t afford to i ignore glace 


















tia advertisement is fot 2 an invitation to Wake & eniai with Mi NT Guaranteed Lid. Applications tor i ee on: Ps 
shares i in MINT Gvareneed itd. will only:b be considered in terms of the prospectus dated 29th ics 1986. | Please {elephone ¢ me f necessary ry fon ee ees 

















Australia’s film makers clear 
Jp after the picnic 


SYDNEY 


Vhatever became of the great Australian film boom? 


etween 1975 and 1979, more good mov- 
came from Australia than from any 
country. Remember “Picnic at 
anging Rock”, “The Getting of Wis- 
"s “Newsfront”, “Breaker Morant”, 
Brilliant Career”? And there were 
almost as good. The success of 
films changed the image of the 
try that produced them, reminding 
orid that there is more to Australia 
ud drinking, the outback and sport. 
wooday, Australia makes more movies 
mj it did then (36 projects were funded 
£ 1§85-86, more than twice as many as 
èn Years ago) and in the three months 
uly-Sgptember 1985, some A$240m 
$168nf) was earmarked for future pro- 
uctions. Yet Australian cinema seems to 
ave lost its way. That promised A$240m 
ecame an eventual investment of around 
.$120 and, despite a blitz on the Cannes 
Im festival, Australia came away empty- 
anded from the film world’s most impor- 
int prize-giving contest. What has gone 
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wrong? 

First, many of the up-and-coming film 
makers of the late 1970s upped and went. 
Peter Weir, who made ‘Picnic at Hanging 
Rock”, was nominated for an Oscar this 
year—but not for an Australian film. 
“Witness”, about a tough cop at bay 
among the Amish people of Pennsylva- 
nia, was an American movie. Peter Weir 
has outgrown his origins. 

Few Australian directors have been as 
successful in America as Mr Weir. Bruce 
Beresford, nominated for an Oscar for 
“Tender Mercies”, came unstuck with 
the biblical belly-flop, “King David". 
Fred Schepisi (pronounced Skepsee) who 
made his name with “The Chant of Jim- 
mie Blacksmith” has since directed a 
mixed bag of pictures overseas, including 
a western, “Barbarosa”, and the film of 
David Hare’s play, “Plenty”, with Meryl 
Streep. Gillian Armstrong, who directed 
“My Brilliant Career”, shot “Mrs Soffel” 
in America, with Diane Keaton. 
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Indeed, only a few of the Wading lights 
of the first wave of Australian film mak- 
ers have remained at home. Neither Ken 
Hannam (“Sunday Too Far Away”) nor 
Donald Crombie (*‘Caddie’’) has fulfilled 
his promise. And the gifted Phillip 
Noyce, whose ““Newsfront” hit upon the 
notion of presenting postwar Australian 
history through the lives of the camera- 
men who filmed it, has found jobs in the 
cinema hard to get. 

There is, however, more to Australian 
cinema than a bunch of blokes who have 
hawked their skills where the pay is 
better. Among the newer talents, expect 
big things from directors like Nadia Tass, 
Robyn Nevin, Stephen Wallace and espe- 
cially Bill Bennett, whose film “Back- 
lash” was made for only A$240,000. And 
in Dutch-born Paul Cox, director of “My 
First Wife” and “Man of Flowers’’, who 
first came to Australia as a student in 
1963, the country already has a film 
maker of international renown. 

Australian cinema faltered in the early 
1980s, partly because of recession and 
unemployment. Attendances declined. 
And the film industry had to contend with 
the recession-proof video business. But, 
as in other countries, the novelty of video 
soon wore off. The outgoing Australians 
have started going out again and among 
the places they love going to are their 
plush multiple cinemas, or multiplexes. 

Australia has raised multiplexes to a 
fine art. There are few single-screen cine- 
mas left in Australia. Most complexes 
have four screens and in Sydney, the 
Hoyts chain has a seven-screen colossus 
that seems even bigger since it advertises 
as many as 14 films at any one time. 

Admission figures are jealously guard- 
ed, but there is little doubt cinema atten- 
dances are recovering. Distributors gauge 
the extent of the recovery not from block- 
busters, which do well all round the 
world, but from the success of more 
modest films, whether from the home or 
overseas markets. “Weird Science”, a 
modest, youth-oriented American pic- 
ture, for example, has so far clocked up 
more than Afim at the Australian box 
office. Had this film been released two 
years ago, it might have grossed only 
A$250,000, 

But does this mean better prospects for 
the local product? Not if films cost too 
much to make. With a population of 
under 16m, budgets must be kept low 
because films—except those of the “Mad 




























Elms ec cost less than. E Sm. 
= Unlike America, Australia does not 






1e money comes partly from 
jade: film agencies, but pri- 
rivate investors through tax 





e The federal government. The Austra- 
lian cinema is one of those rare creative 
success stories that begins with the gov- 
-ernment throwing money at the arts. In 
1970, the government of John Gorton, in 
response to private lobbying, set up the 
Australian Film Development Corpora- 
tion to act as a film bank and industry 
adviser. In 1975, this was absorbed into 
the Australian Film Commission (AFC), 
with a charter to encourage Australian 
films. Last year it had funds of A$28.7m 
-(A$19.7m from the government, the rest 
from revenue). Of this, A$6m at present 
(but due to rise to A$7m) is available in 
“any one year to develop (ie, to convert 
‘gleams in the eye into scripts ready for 
filming). The AFC also invests in up to 
10% of the budget of commercial 
pictures. 

- @ State governments. Individual state 
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governments vote money to regional bod- 
ies with broadly similar aims to the AFC. 
The South Australian Film Corporation, 
established in 1971-72, was the first and 
most enterprising of these: it produced 
“Picnic at Hanging Rock’’, “Sunday Too 
Far Away” and “Breaker Morant”. The 
‘New South Wales Film Corporation does 
not make films but invests in them and 
advises producers on financial matters, 
rather like a merchant bank. It also has a 
distribution office in Los Angeles. 















introduced in 1981 by Mr Malcolm Fra- 
ser’s Liberal government. Soaring film 
budgets, due largely to high inflation, 
meant that state support was no longer 
sufficient. Initially, investors could write 
off 150% of their investment in a produc- 


- @ Tax breaks. The present tax conces- tt 
sions (known as 10BA provisions) were 





‘Having eet with: state sponsorship, 
the Australian film business has become a 
model of how to finance the arts through 
tax-encouraged private investment. Does 
the model lee i 


tion and enjoy a tax holiday on income of asas SE 


up to 50% of the amount invested. Since - | 


investors recognised that this was rather a 
good deal, productions increased from 21 
films in 1979-80 to 30 in 1980-81. Since 
then, under the more austerity-minded 
Labor government of Mr Bob Hawke, 
which chafes at the estimated loss of 
A$135m in revenue, these tax breaks 


have been twice reduced—from 150/50 to — 


133/33 and last year to 120/20. A White 


Paper on tax reform in June 1985 threat- 


ened to scrap them, but officials now say 
they are reprieved for 1986-87. 

These tax breaks give the Australian 
cinema a character all its own. Individual 
investors—highly-paid professional peo- 
ple like dentists, lawyers, doctors, civil 
servants—are the backbone of film fi- 
nance. Film producers raise money from 
them rather as companies raise money 
from the public through share issues: 
projects come complete with a glossy 


offer document that sets out a prospectus 


for the film and includes a breakdown of | 


the budget. This gives rise to that curious 
figure in Australian cinema, the under- 
writer, whose influence has grown enor- 
mously in the past five years—some 


would say unhealthily. Underwriters pre-. 


reckons that | 





tax return The 1 aes ease with’ tax 
breaks is that they are all too successful. 
Designed to stimulate the film industry, 
they have. encouraged a glut of second- 


‘As. Malcolm 
he AFC, puts it, 






and third-rate | pictures. - 








top crews together, 
pictures in production.” 

Many reckon that the film inä ete 
would benefit if the incentives were re- 
moved. “If the tax breaks go”, says the 
director Paul Cox, “it might make people 
look at their intentions again. Maybe we 
would stop making films only for nitwits 
between 12 and 18.” 

‘But Scrapping . the tax breaks would 
film business as small 
oducer Sue Milliken 
the present concessions arg 
just enough to attract money to keep the 
best in the business going. Without any 
tax breaks, she says, the industry would 
collapse. It would not be possible, as it is 
in America, to subsidise ten losses with 
one hit. This view, though, seems ques- 
tionable: most of the first flush of state- 
assisted Australian films were made be- 
fore the days of tax breaks. 

Some think the government has al- 
ready effectively emasculated the tax 






been wil eae eer explain! vhy i it 





se concessions hee been H oan y 
tested (ten films have so far raised A$34m 
this way). Certainly, the less-generous tax 
breaks will increase the risk of investing 
in films. And, since the top marging. 
rates are being a antes cut 





Scie doubly diluted. 
io have a professional investor: 






pare the prospectus, tout for the money of the 


and stand ready to stump up if there isa 


shortfall (but there has been no risk of- 
that till now). The largest film underwrit-. H 
er in Australia is Rothschild, an arm of ca 









a 


‘alian-ness of Australian cinema. It 
‘ould also raise a few hackles in the 
ctors’ union, Equity. 

If the tax incentives are abolished, 
\ustralian film makers would again come 
» depend on institutions like the AFC. 
ut this time, the institutions have less 
ioney. The AFC, moreover, attracts 
tuch stick, some of it justified, for being 
uggish and bureaucratic. Mr Kim Wil- 
ams, its chief executive, appointed in 
84 and with less than a year of his initial 
iree-year term still to serve, is accused of 
eing too keen on setting up “manage- 
ent structures”. The AFC is also criti- 


cised for dividing up its money so that a 
lot of applicants get a little but nobody 
gets enough. The more entrepreneurial 
New South Wales Film Corporation 
steers a lot of money towards a well 
chosen few and thereby garners a high 
quota of prizes and profits. 

But the AFC nevertheless provides in- 
valuable support in a number of areas 
that private-sector funding would scarcely 
touch. Its ‘creative development 
branch”, for instance, provides grants of 
up to A$15,000 to those with fresh ideas 
who might “raise the quality” of Austra- 
lian films. Its production unit, Film Aus- 


Past, present and future 


“All our best films are set in the past or 
the future. It is the present we cannot 
andle,”’ says Sue Milliken, producer of 
Be: Beresford’s new film, “The Fringe 
wellers”. That might once have been 
true. The Australian cinema's fondness 
for escaping into history (“Picnic at 
Hanging Rock” or into a tearaway, 
nuked future (“Mad Max”) is well 
known. Like most impressions of Aus- 

tralian movies, it is out of date. 
Australia now offers as many different 
types of films as Hollywood: contempo- 
rary realism, satire, slapstick and melo- 
drama as well as costume dramas of 
yonder and yore. Bill Bennett's “Back- 
lash”, for example, revels in the bite and 
saltiness of ordinary conversation as an 
aboriginal girl is escorted from Sydney to 
a small outback town where she is to 
stand trial for murder. Her boss has died 
after his penis has been snipped off with 
a pair of garden shears. This lurid inci- 
dent is a pretext for an ironic study of 
race relations. Her escorts, a policeman 
and a policewoman, get lost in the out- 
back and survive thanks only to their 
prisoner's desert savvy. Contempt on the 
liceman’s part turns to respect and 
en sympathy as he realises that the girl 
has been framed. The cops duly trace the 

‘al killer and clear their prisoner. 
f that were all, “Backlash” would be 
a melodrama. But there is a sting in 
' tail. One of Bill Bennett's themes is 
ie contrast between the white man’s 
, formalised justice and the aborigi- 
swifter “payback justice’’. The po- 
i jan, bitter against blacks, mistreats 
Mm sharge before recognising her inno- 
cei.ce, at one point chaining her to a 
ol pump. An aborigine sees him do it 
an@ exacts a nasty retribution. 

“Malcolm”, directed by the actress, 
Nada Tass, is one of the funniest heist 
movies of the 1980s. Malcolm is a boffin 
manqué. He rigs up a toy tramway to get 
the mail from the gate to his door, a 
getaway car that splits down the middle 
like a novelty-shop half cup of tea and a 
remote control model milk float that 
tootles along the sidewalk to the dairy to 
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Australian films don't thrive on neglect 


fetch his daily pinta. 

Enter Frank and Jude: a jailbird and 
his moll, who become his lodgers. Frank 
thinks Malcolm is a moron, but Jude sees 
his potential. With Malcolm's help, they 
pull a caper, using walking ash-cans 
(armed with toy pistols and grenades) 
and a stuffed Ned Kelly look-alike blast- 
ing away with blanks from a wheel-chair. 

“The More Things Change” was also 
directed by an actress, Robyn Nevin. 
Though soft-centred, it is an honourable 
debut. It is one of the first films to tackle 
the question of family role reversals, 
with mother the breadwinner and father 
the stay-at-home mother substitute. 

Paul Cox, who has for some time held 
the heavyweight title among Australian 
directors, recently made “Cactus”, a 
highly charged, emotional story, in 
which a girl who is losing her sight as the 
result of a car accident falls in love with a 
man who is already blind. It stars the 
French actress Isabelle Huppert and 
Robert Menzies, the grandson of the 
erstwhile Australian premier. “Cactus” 
makes extensive use of natural meta- 
phors—not only cacti, which are wrongly 
thought to be plants that thrive on ne- 
glect, but the eerie whooshing sound 


ARTS * 


tralia, has an honourable record as a 
crèche for “infant” film makers. Among 
those who cut their teeth there are Peter 
Weir, Phillip Noyce and Gillian Arm- 
strong. Some choices have beep far-see- 
ing. The Australian Film Deytlopment 
Corporation (daddy of th was once 
approached by a doctor of m#dicine who 
was also a lifelong film freak. He wanted 
help to make a “‘schlock-horror” epic to 
be called “Violence in the Cinema Part 
I”. He got the money. Dr George Miller 
has since made the three “Mad Max" 
movies, which are among the top ten 
Australian money-spinners of all time. 







emitted periodically throughout the film 
by a whip bird, which may easily be 
mistaken for an electronic instrument. 

Lovers of richly photographed histori- 
cal movies should avoid “Burke and 
Wills” (at A$10m, the costliest film ever + 
made in Australia) and choose instead ~ 
“For Love Alone”. The former, about 
the celebrated Australian explorers, - 
failed at the box office because it has 
nothing interesting to tell. Two men set 
out to cross the desert; they walk a bit 
and then a bit more; and so on to the 
uneventful end more than two and a 
quarter hours later. 

“For Love Alone”, however, d first 
film by Stephen Wallace, will appeal to 
those who liked “My Brilliant Career”, 
which it closely resembles. Based ona 
book by Christina Stead, it tells of an 
emancipated girl of the 1930s, who trav- 
els from Sydney to London in search of 
love and a literary career. The period 
reconstruction is immaculate and, if the 
film does not quite come off, it is because 
the principal actress, Helen Buday, so 
adept at portraying the girl’s sexual liber- 
ation, never convinces that she would as 
lief settle down to a cosy evening reading 
John Maynard Keynes. 
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IMPERIAL CONIC 
SCIENCI & TECHNOLOG) 
o University of London 


LECT 'URER IN 
ECC SOSNO a 


H fi mr vat mer igwork haea dne 
< f- {group in a scientific and technological 





AJNIVERSITY OFESSEX 
iai aai 


Vice-Chancellor 


The University is seeking a successor to its first Vice-Chancellor Dr Albert Sloman, 
who will retire on 30 September 1987. a 
A Persons interested in being considered for the post or wishing to suggest anyone 
`- forconsideration are invited to write, in confidence, to Sir Andrew Stark, Pro-Chancellor 
| c/o the Registrar University of Essex, Wivenhoe Park, Colchester CO4 3SQ. _ | 

__ The University hopes to receive applications from persons with a wide variety of 
backgrounds and experience for this post of principal academic and administrative 
officer Further mamang about the post and the University may be obtained from 
the ii 



































applications with ëv any 
names of 2 referees to | 








ae Fig Professor Z. A. Silberston,. 
so ‘Economic Studies, imperial 
“2 College, London Sw7 2AZ by 
30 August 1986. 





Taking the GMAT or GRE |. “HOME STUDY COURSE in econor 
exams? a g ets Bara study that will thra 

We CAN help || fight on today’s baffling problems; T 
Writeto: P ition free—emall charge for material 

Graduate Tutorials, GTAC Associates, Write Henry George Institute, 5 E 44 


REEPOST, Lond W5 4BR. 
Th Leen St, New York, NY 10017, USA. o 
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UNIVERSITY DEGREE 


For Life, Academic & Work Experience 
Degrees for people who want to be more effective and 
secure in their Jobs or Professions. 


Eam a BACHELORS. MASTER'S c or DOCTORATE 
a e A Degree by 





A vacancy exists in the Agricultural Services Division of the 
Crown Agents for a qualified agriculturalist with a 
minimum of ten years’ work experience of tropical and sub- 
tropical agriculture in developing countries. 


Based in Sutton, Surrey, the successful applicant will be 
responsible for the supervision and management of overseas 
<< projects as well as the identification and development of new 
>: business opportunities. The post will involve extensive 
` : overseas travel. 

A comprehensive knowledge of recent trends in 
: international agricultural development and the policies of 
- theaid agencies towards the agricultural sector is essential. 

_ Previous experience of project management and/or 
- marketing of consultancy services would be an advantage. 


a Salary negotiable as part of a package including contributory 
_. pension scheme with life assurance. 


- Please send full CV quoting reference YA/140786/E, to 
> reach Mrs, M Vass by 15th August, 1986. 
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Tondon, Paris, Madrid, Fi j 









| Computer Studies, Pre- 
i lish, Colt ege rep. 





á Adm n Agents for Personnel Division, 
$e Nicholas House, Sutton, Surrey SM1 1EL. © Dept D3, 51 55 
Agents is an Equal Opportunities Employer Ñ Te ex: 881 
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MERGERS AND 
ACQUISITIONS 


ag partner inthe UK (Landon eo-found- 














Master of Business Administration and 
Doctor of Business Administration. Op- 
| tions available in Health Administration 


a intensive way y andi in wheat i 
mersion: This means living in one of 
‘the most picturesque regions of 
d ance and really becoming fluent. 
So vacation and learning plan. 











#* Handing of internabonal Pansactions 














F i and in Sports Management, NORTH- 
: LAND OPEN UNIVERSITY, N- A A NAS 
Cultural programme in Pans Win- | | | woop CENTRE, 210 AYLMER ROAD, a a E 



















“ter programme on the French Rivi- 
“era. State age, goal level and time 
available. 


| * Setting up countertrade-harters 
* Markating courntenraded products. 
| * Pxiucary and trustee services 







IAZ (818) 684 et CANADA, aH | Interviews in London in August. Write 


ir N.C her 
Scotinvest 








-8555. 
































‘The French and American Study eee ae 241 Du 13 Avenue KN 
Cenar, BP 176, Tel 334 ee Ce. wae LUniversity Toronto, an Road Geneva, Switesriänd 
a te mt » de la Romande MEP Telex: a21 396 DEB cH | 


A private non-traditional University 
offers degrees to mid-career adults 
entirely at home and with full 
credits for ‘lifes career experience. 


Neil G ities 






Speak ale language 


| THE GIFT OF A LIFETIME) 







: EE Sudbury, Company, Dept E 













| Ministry of Agriculture, 
- Fisheries & Food 


OPEN CONTRACTING FUND 
in 1987/88 the Ministry of Agriculture, 


a and other areas of opportunity 


ments for research and development to | 
include socio-economics. | 


aed Conia enna. “Special financing i is available to qualified 
D projects (1-3 years) in the following | | investors through Ponderosa Financial Corp.., 
ee a wholly owned subsidiary of f Ponderosa, Inc. 


Socio-economic aspects of land use 
and the rural economy. Topics of inter- | 
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fed may ave _| est would include the linkages between | See | 
Bachelor's, Master's or Doctoral degree ine ; : mrg 
ning work eperience names of | | farming and the rural economy, the | Í For information cai | q 
pain nOr, a peers s oiar sangla- : |. economic contribution of farming tothe [| f ~~ | | a 





| rural economy and ne impar of 


l countryside. i | orin Ohio: Ñ ue g 


UU text. 2702 
Application forms can be obtained trom r ( ) 



















UNIVERSITY Angela Jones, Room 183, Ministry of | 
penoa ADVANCED STUDIES Agriculture, Fisheries. & Food, Great | (Required net worth $400,000 of which 
School of Professional Management Jestminster House, Horse ae ra" 
j Ofico tthe Dean, Room E-14 London SWIP 2AE. (Tel 01-216 | 2123 000 must be Gi M 
6182). 







Closing date: 31 October 1986. 






5 WITZERLAND 


for sale, Apts and chalets in the magnificent summer and winter ski-resorts >. E E 
of CRANS-MONTANA, VILLARS; LEYSIN, VERBIER, CHATEAU @OEX, ce EO 
Ask also for Aparthotel Bonivard on GENEVA LAKE-MONTREUX $ 


Prices from SF 120°000.~. 60% mortgage availiable at 6.5% int. 





TIC GUIDE 
a DIPLOMATIC GUIDE is a global informative a 
instrument, permitting its users to single out the 















Agence Romande Immobilière S.A. q oe 
|| trade and diplomatic missions of any nation in every Galeries Benjamin-Constant 1 f 
part of the world. A work of ov er 800 is 






CH-1003 Lausanne — Tel. 21/20 70 1} — Tix 29873 ariich 





pages, 
Ht an entirely new publ the field of foreign 
jl trade and diplomatic nio mation the first ever 


f Available now by gers er at Uss100/UKE70 per 
i copy (postage of money 
‘ard holders dar call, Immediate despatch world- 
f Wide. Order and’ remittance to: 
irving & Skinner Associates Ltd 
122/126 Kilburn $ 


1 Road, London NW6 4HY, England 
Tat Landon Eng 28 wat 7162 Telex: 264987 



















SWITZERLAND 
Sale to foreigners authorized Ww 
Buy your STUDIO, APARTMENT or CHALET on LAKE GENEVA, MONTREUX 4 
or in one of these prestigious summer and winter-ski resorts: CRANS-MONTANA, : 
VERBIER, VILLARS, LES DIABLERETS, CHATEAU-D’OEX/GSTAAD & JURA | 
from Sir. 110'000.~ 60% credit at 614% interest for 5/20 years. 


52, rue de Montbrillant Tél, 41-22/34 1540 
REVAC S.A.  CH-1202QENEVA  Télex 22030. 
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| PETROLEUM ENGINEERING 


$ VALUATION OF MEE GAS PROPERTIES © PRODUCTION 
$ IMPROVEMENT) VERIFICATION SERVICES © 
F SCREENING OF DAML! LORATION PROSPECTS 

@ GAS SUPPLY BQQRLIVERABILITY STUDIES @ 



















JACK SCHRENKEL & ASSOCIATES, INC. 
Consulting Petroleum Engin 


sars 
7 320 South on 
aa pone ns U.S.A. 74103 
(918) 582-7900 lex: 701481 uD 









186% AVERAGE PER YEAR 
FOR PAST 5 YEARS 
PETER'S BRANDT'S OWN 
TRADING RETURNS 


‘ Commodity Traders Consumer Raport serena 
ranks Peter Brandt's newsletter the “Factor Re- 
:4 port” No. 1A t US on toteen a aai aty 
-4 180%, lower risk per trade $252 and among the 
$ smallest drawdown in squity $3,756. Mr. Brandt 
:4 will be accepting a limited number of managed 
| accounts where HIS ONLY COMPENSATION WILL | 
“4 BE PERCENTAGE OF PROFITS. For full disclosure | 
| documents, track record and FREE COPY of 
$ Factor Report call L. M. Karlin, Vanguard Broker- 
-$ age Corp. 1-800-225-5581, 1-800-221-2917, or | 
Jf 212-227-5208. Telex: 22600 ETLX EUR/ATTN 
| VANG. Ali types of Pension Accounts accepted. 


Bosunerts out Toas a charges, Pas! pot pons 






















HOTEL NUMBER EIGHT 


a small luxu 






‘hotel in London's 
est End 
-excellence in comfort & service 

Single bedroom £33 plus vat 

Double or Twin £40 plus vat 


* sumptuous: buffet breakfast * col- 
Our tv, radio * direct dial telephone * 
hair dryers * tea/coffee/chocoiate in 
bedroom * most rooms with private 

facilities 


- HOTEL NUMBER EIGHT, 
*s Gate. 

















SW7. 
Felephone 01-370 7518 


= £64,000 injust5years® 
_ A Fully audited track 

| eon 

A Futures managed 
account programme 






































| H Name 
i i Address 
; 4 
d 
l f Post Cede: 
na i Telephone 
A Computer $ stem Trading Company Ltd. 


40. S394751 u. Ple Dr 22553. CSG Eros 0)-4A05 7417 RN 


OVERSEAS POSITIONS 


apane On i ik po on aaao 

ee ti free incomes. Many attractive 

benefits. Opportunities for all occupations, 

skilled trades, professionals, manage- 
o mert, technical personnel etc, 

For tree information about our publica- 

tions, write: 

it Serv 


ices, Dept 
own of Mount Royal, 
, Canada H3P 3C7, 


Overseas 
EC, PO Box 


VISITORS TO LONDON 

lifts, 24-hr porterage. From £190 pw + 

room service £10. Discount for more 

than 4 weeks. Co let available for 

longer term. Secretarial and telex 
faciliti 


London WC1. Tel: 01-387 8022 
AMEX, Diners, Visa 


-CUT THE COST OF 
YOUR STAY IN LONDON 
Take a furnished, self-contained service 
apartment in Krightsbridge, near Harrods. 
Fully equipped kitchen-dinette, bathrooin. 
phone, colour TV, central heating. elevator. 


| Suit 1-2 persons. Brochure by airmail. 


Knightsbridge Service Apartments 
| 45.Ennismore Gardens, LONDON SW7 
Tel: 01-584 4123 Telex 261261 Giobe G 


LOOKING FOR 
COMPUTER DEALERS 


for IBM compatible pc/xt: 640 kb, 
2 x 360 kb floppy disk, colour/ 
| nia card, composite monitor, 

700, same with 20mb hard disk, 
£1175. Large discount available 
| on 10 packages or more. 


| Mr Torbin Worm, T. K. Revision, 
Amadertory 31, 1160 Copenha- 
t gen K, Denmark. Tel: 01 142951. 








A Limited liability 
Minimum investment 
£5,000 or sterling 
equivalent 


i Please send me détails on your Investment a 


ECDIS f 
l 
i 
7 COE - 


CSTC: LTD: 


5-9 Hatton Wall London ECIN BHY 

















CAPITAL CVs prepare high que 
: 4 curricula vitae. Tek 01-607 7905 
| details. 


DM 2.50 
£1.25? 


WHAT is CURRENCY BULLETIN say- 
ing NOW about the dollar? 

Businesses and investors, send today for 
your free copy to CB/PCP, 14 Pall Mall, 
London SW1. Telex 919560. 


| INTERNATIONAL 
BUSINESS CONSULTAN 


_ worldwide, cour ry-specific sconomicipolfi- 
investment risk and z opportunity . analysis, 
att y economics research and forecasting and. . 












| AUTHORS WANTED BY 

NEW YORK PUBLISHER 

Leading book publisher seeks ma 
_ Scripts of all types: fiction, non-ficti 
poetry, scholarly and juvenile wo. 
etc. New authors welcomed. For cx 
piete information, send for free boo 
S-92, Vantage Press, 516W, 34 
New York 10001. 


INFORMATION 


















cht dcr ad We aiso act as. ; 
representatives and iy crm in the US for bpd. compare business products- investnents 
T n businesses. For information write: FEE Studies-economics- 


ON ASSOCIATES INTERNATIONAL | | | 
30721 Via Rivera, Rancho Palos Verdes, CA 
90274, or call (213) 541-6356 | 


YOUR OFFICE 
IN AFRICA 
Fully serviced city 
centre office, workstations. 


PRESTIGE BUSIMESS SERVICE 
Box 5438 Harare, Zimbabwe 
Tel: 263-0-706171/2/3 
Tix: 2195 JHAPBS ZW 


| PARTICIPATE IN DRILLING | 
50 to 300 million barrels oil reserve | | 

| potential in North Sea structures. Near | 
production. Seismic completed. First 
wells in 1986, development in early 
1990s. Private or corporate investors | 
{any size} invited. 
Contact company representative. 


Dr H. Baugh 
Telex: 620238 Rome, Haly 





Newsletter listing openings hee Directo 
je 


of Hiring Agencies $7. 
acon camp tat what they do. 8 
Ou b re 
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“MR. INFORMATION 


Sort, 2515 Rainier Avenue South, Seal 
tia, WA 98144 


“KNIGHTSBRIDGE 
GREEN HOTEL 


A small family owned and run-hotet close 1 
Harrods. Excellent accommodation—mairi 
in suites——from £48 per night plus VA‘ 
English or Continental breakfast to order. 


For reservations, telephone 01-584 627 
or write to: 159 Knightsbridge, Londo 
SWIX 7PD. 


Wali established successful manufacturer of plastic components for pharmaceu- 
tical, cosmetics and toiletries industries, with good growth record and first class 
representation, seeks agency for Britain and/or Europe. ot North American 


product range appropriate to t industries. Please write in first instanoe with 
fullast information and sales literature; total Coen a guaraneog 


Box 3490 
The Economist News 
25 St James’s Street, 
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Professional Futures Trader seeks | f 
i to exclusively manage one | 
$100,000 account for one year. 
| NO FEES. 50/50 profit split. Sub- 
stantial refum on aka lah 
robabie. Contact: Jeffrey V 
O Box 7513, Port Huron, 
48301. Bus. (31 3) 359 5990. 
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Small, rapidly expanding privately held Florida | | 1 | 
NASD member firm shh port Fla with i. |e Judes i Po nds, 3l 7, 4 4 
aggressive, well-capitalised UK/European | | | fencing, 17 structures, 7.41 
brokerage house. We specialise in retai/small | | | gravel roads, 1.2 miles- 


institution business and our philosophy: id board Coast line Raj d 
tres around international diversification. ‘Up tod]. 

50% of the equity in our firm will be available | f f frontage. Deer and small gal 
to the appropriate partner. | excellent. “$800. per acre. | 


Replies in confidence to: 
Economist | a 
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-CONOMIC AND FINANCIAL INDICATORS 1 
)UTPUT, DEMAND AND JOBS Europe's consumers have been on a spending THE ECONOMIST “a 
pree: French retail sales jumped 9.8% (by volume) in the year to May; during the INDEX Even if OPEC agreesfio an oil 
ame 12 months, Dutch retailers reported a 4.7% increase in sales and Spanish Output ceiling of under 1 isaday = 
hopkeepers a 21% rise. In June, French unemployment was 9.7% of the workforce (b/d) for the final quarter of global 
ind Italy's unemployment rate was 14%—both were higher than a year earlier. Stockbuilding of cheap oil has effectively = 
selgium’s unemployment rate was 11.7%—down from 12.3% a year ago. scuppered the cartel’s hopes ofincreasing . 
i f m> prices and market share in the short term. 
meres se rial slapd OPEC's output—currently estimated at 
woo pene Faas sen 19.5mb/d—is outstripping demand for it by 
about 2m b/d. Total stockbuilding seems to 
beabout2m-3m b/d. Inthe firsthalfof 1986, 
the volume of OPEC’s oil exports was 22% 











higher than in the same period of 1985, but 
its revenues were almost $100m a day 
lower, because prices have fallen 60% 
during the past year. 





1980=100 % change on 
July22 July 29 one one 
month 
Enn si ali de EE Oe a DONESEN Al toms 753 193 E 4 
PRICES AND WAGES West Germany's consumer prices fell 0.5% in the year to in IL a E 
uly. Elsewhere, statisticians seem to have taken a summer break—a good All 66.1 66 1 -34 -68 È 
pportunity to take stock. The OECD's average inflation rate has almost halved over the  Nfa' 78 71 -32 -43 a 
‘ast year, to 2.5%. Britain has seen the biggest drop—4.5 percentage points; Metais 623 2.) = 35 88 A 
\ustralia is the only country which has a higher inflation rate than a year ago. penam aaa See i me" aA i 
Food 132.1 1323 +60 +75 $ 
1 year All 103.1 103.2 +05 -109 i 
+ 7.1 (2 Nia’ 110.3 110.9 +07 - 86 Fo 
+ 3.0(1 Metals 97.1 96.9 +03 -124 
+ 3.0 (4 SDR index 
+ 48 (4 All items 618 819 - 22-113 “aa 
t 33 > Food 920 922 +06 -29 x 
r Industrials i Ay 
+ 7.2 (3 All 19 719 -45 -196 
+ 24 (5 Nta" 79 W3. ~44 -I5 
A ‘3 . Metals 7 os =—47. -209 
+38 (3 Gold | 
6 +75 (5 $ per oz 353.75 352.50 +22 + 82 K. 
= {6 6 — 52 +256 Crude oil (spot) North Sea Brent . 
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Strikes Working days lost per 1,000 employees 





$ per barrel 9.30 9.20 -158 -66.1 
“Non-food agriculturals. 


Jenish workers were the most militant o 200 400 600 800 1,000 1,200 

in he industrial world in 1985: 1,088 x 
orfing days were lost through strikes z naiinis 

forf every 1,000 employees—more esl 

than four times as many as Denmark's : = © ara 

average for the period 1970-85. Of the ° iis ‘ie 


17 countries in the chart, 13 had fewer 





—— ee 


strikes last year than their average for é @ Australia italy 

1970-85. The most docile workers @Sweden 
i pe 
wenę, once again, the Swiss; during Finland RE 
the {6 years to 1985, Switzerland lost EO United states i 








an age of only 1.7 days for every 

1,000° workers. Italian workers, who 
-often top the international strike 
league, were relatively quiescent last 
year with “‘only’’ 269 days lost for 
every 1,000 employees—its lowest for 
at least 30 years. 
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ei CUS: STOCKMARKETS The 
T South orean stockmarket has been 

the favduritg, with investors in Asia 
. during th’ past year. Share prices 


Ss have doubled since August 1985, 
fuelled by tumbling oil prices, lower 
interest rates and a cheap won. The 
K government has tried to cool the mar- 
ket with new restrictions on margin 
Kg sales; but to no avail. The Taiwan 
Er- market has gained 50% during the 
Sy past year—more than wiping out the 
decline of the previous 12 months. 
The Bangkok stockmarket has, until 
recently, remained in the doldrums, 
depressed by weak commodity prices. 
Share prices spurted 11% during July, 
but are still more than 40% below their 
1978 peak. 


Share prices 
December 31 1984 = 100 
= Local currency 
=— Dollar terms 








P $ = P N 3 t i ii 5 Z y F ya EN i A - fe Iya . É ’ y vi r - + ‘ sa , 
= ECONOMIC AND FINANCIAL INDICATORS ; 
A nA o : 





WORLD BOURSES A further slide in the dollar pushed Wall Street down 1.68 
Sydney slumped 2.8% following a sharp increase in interest rates. Milan jumped 6.8 
as Italy's four-week political crisis was resolved. 







































































Stock price indices % Change on 
July 1986 one one record 31/12/85 
29 high low week year high in local il 
currency teri 
Australia 1105.1 1247.0 1010.8 -28 +184 -114 +101 -” 
Belgium =, 3625.6 3746.9 27669 -05 +559 -32 +232 +% 
Canada 29348 31291 27540 -12 + 59 -62 + Ii +` 
France 3790 443 267.8 +42 +778 -78 +426 + 5 
W. Germany - 1809.3 2278.8 17624 +27 +334 Neo 73° +5 
Holland 281.5 294.4 2404 -18 +2%7 -44 +0 +2 
Hongkong 1860.0 1865.7 1559.9 +38 +103 -03 + 61 + 
Italy E 729.3 908.2 454.7 +68 +1066 -197 +506 +& 
Japan 1728.9 180506 128915 +05 +445 -18 +355 + 7 
Singapore 743.4 776.9 563.3 +20 - 40 -306 +199 + 1 
South Africa 12168 = 1385.6 = 1109.1 +02 8+ 267 —-02 +140 +i 
Spin 178-1 o De 1008 HOS) +0 St ONO OF 
Sweden 24488 25106 17296 +02 +71 -25 +®9 + i 
Switzerland 507.3 625.5 5020 +08 + 109 -189 -137 #4 
WK oa . eres 1425.9 10943 ©- -02 +359 -108 +124 + 
USA 1766.9 1909.0 1502.3 -16 +313 -74 +142 + ¥ 


Mie ES ee SS ee Se Se ee ee 
MONEY AND INTEREST RATES America’s three-month money-market rates fe 
to 6.0%; both short- and long-term interest rates are at their lowest level for nine year 
Australia’s M3 measure of money rose 12.9% in the year to June. 





































































































| Money supply Interest rates % p.a. (Tuesday, except bonds which are previous Friday} 
4 % rise on yearago Money market Commercial banks Bond yields Eurocurrency 
' Narrow Broadł Overnight 3months Prime Deposits Gov't Corporate Deposits Bond: 
(M1) lending 3months long-term 3 months 
$ Australia + 16 +12.9 (6) 14.75 1530 1700 1450 1460 1560 1488 14.2 
BS Belgium + 38 + 7.4(12) 470 730 1050 680 820 998 738 na 
Ss | Canada +29 + 48 (6) 850 865 9.75 8.65 9.42 10.13 889 10.14 
| France + 65 + 46 (4) 725 7.25 960 7.25 786 903 731 65: 
W. Germany +11.5 + 7.9 (6) 460 465 7.00 4.23 6.25 570 463 57 
; Holland + 59 +45 (4) 560 560 8.00 5.60 6.18 6.72 550 64¢ 
f italy s+ 9.8 + 92(4) 1200 1200 1350 11.50 1117 981 11.38 na 
r Japan -+54 + 86(5) 463 462 413 213 . 5.10 6.09 484 6.3 
7 Spain +15.1} +12.2 (5) 1222 1210 1450 650 1239 -1282 1250 na 
y Sweden na- + 7-1 (5) 10.00 980 1275 931 967 1088 950 na 
JA Switzerland + S8 + 6.1 (4) 254 4.67 675 425 439 486 481 468 
NA UK +18.6 +18.3 (6) 10.44 997 11.00 988 954 1044 9.97 10.07 
E” USA +128 +74 (6) 619 6.00 8.00 6.05 7.18 8.90 6.56 7.88 
+. Other key rates in London 3-mth Treasury Bills 9.6%, 7-day Interbank 9.9%, clearing banks’ 7-day notice 4.4° 
T Eurodollar rates (Libor): 3 mths 6.6%, 6 mths 6.6%. 
5 : ¢M2 except Australia, Canada, Spain, Switzerland, USA, W. Germany, M3, Japan M2 + CDs, UK EM3. Definitions of intai 
K. 1984 1985 1986 | fra ar gre panpe i on ies ye Pert ro apea. < eet ee one Eronometich, de Conn 
f h TP TEPE TA SEA A SONOR PI E ANS rates are indicative only and cannot be consinued as oilers by these banks. 
TRADE, EXCHANGE RATES AND RESERVES America’s visible-trade deficit widened to a record $163.1 billion in thé 1 
P months to June. During the same period, West Germany's current-account surplus rose to $23.6 billion. Britain's trade defic{ ros 
E. to $5.3 billion, but rising invisible earnings—including the investment income on its $130 billion-worth of foreign assets—k@pot it 
.. current account in surplus, by $4.3 billion. The dollar's trade-weighted value held steady during the week. 
aN Trade balance** current- Trade-weightedt currency unns per $ currency units foreign reservestt 
a $bn account exchange rate $bn 
} latest latest12 balance $bn 
month months latest 12 mths latest year ago latest year ago per £ per SDR _—s per ecu 
Australia. — 0.20 (6) - 23 = 10.1 (6) — 51.0 66.7 164 1.90 24 197 1.64 
Belgium + 0.23 (4) = - 03 + 0.1(12) 95.8 91.1 43.6 56.9 64.9 523 43.8 £ 
$ Canada + 0.60 (5) + 92 - 32 (3) 77.8 86.3 139 1.35 2.07 1.67 139 
‘France = 0.18 (6) - 28 + i 693 672845 10.2 8.21 6.86 
W. Germany + 3.74 (5) +348 + 236 (6) 1376 1259 227 2.81 315 253 2.12 
Holland + 0.58 (4) + 44 + 5902 1276 1158 238 E i E 2.86 239 , 
Italy =O (4) -100 — AD a0 44.0 1449 _ 1892 2158 1747 1455 18.9 19.5 
Japan + 8.42 (5) +691 +632(5) 2175 167.7. Ne ee 232 186 156 -326 27.3 
Spain — 0.80 (6) = 55 4436-6). @i2.) a5" 1s <3 202 | SS LE 11.4 — 
Sweden +048 (5) + 36 - 11123 675 673 (00-2 > Sa >) Abe | = OD Pe. Oe 45 
d — 0.15 (4) =- 36 + 4512) 167.1 1490 169 a0 ee 20". TOi 165 13.0 — 
UK t 0.94 (6) - 53 + 43(6) T 844 067 0.70 — 081 O67 144 99 
USA 14.47 GRE 163.1 pa 12268 OC m a a A O A E 
“Canada, Australia, Japan, France and UK imports fob, exports fob. All others cit/lob tBank of England index 1975= 100 ttexciuding gold “March ttnot seasonally adjusted. 
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Efficiency 


The mark of a leading bank 





Major and complex lending transactions 
demand the expertise of specialists. Benefit from 
our competence, efficiency and decisiveness. 


UBS — the efficient bank. 
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Worldwide network 
of UBS 


Europe: Frankfurt, London, 
Luxembourg, Madrid, 
Monte Carlo, Moscow 
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New York, Chicago, Los 
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Montreal, Toronto, Calgary 


Latin America: Mėxico, 


Panamá, Bogotá, Caracas, 
Sao Paulo, Rio de Janeiro, 
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Abu Dhabi, Bahrain, 
Beirut, Tehran, Bombay 


Far East: Tokyo, 
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AMERICA’S PROTECTED TRADE 
A LIGHT FOR SRI LANKA 
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In the mid 1970s we believed tomorrow would bring a new 
and expanding era in civil aviation. 

lt would require a new breed of ultra quiet, fuelefficient 
airliners capable of operating highly competitive ‘local’ services in 
an age of deregulation. 

So we developed the 146, the world’s quietest jet airliner, 
and one which can profitably bring jet services to routes where no 
jet has flown before. 

Fleets of 146s are now serving successfully in North America 
and in Europe, proving our point and opening the doors to new 
markets in Australia, China and the Far East. 

The 146 is not alone: it's one of a family of civil aircraft 
which, together with military aircraft, spacecraft and guided 
weapons systems, form part of a range of aerospace products 
unmatched by any other company in the world. 

Giving British Aerospace the skills and experience to meet 
the demands of tomorrow. 

For the airline planners those demands are met today. 
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“You really know how to make 
a guy happy.” 


This is an authentic passenger statement 
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Way to Mars 

Our suggestion for the 
Antarctic, page 11. Antics at 
the other pole, pages 67-69. 
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24-hour regulators 
Policing the world's securities 
markets, page 13. Policing the 
City's, pages 64-65. 
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A proposal for sorting out 
Gibraltar, page 14. 





Small earthquake | 


Commonwealth undead, but 
unnecessarily shaken over 
South Africa, page 12. Some 
likely sanction leak-holes in 
Asia, page 18. Mrs Thatcher's 
weariness, page 39. 


Untight little island 


A bit more elbow-room for Sri 
Lanka's Tamils could end the 
blood-letting, page 16. Behind 
Tamil lines, page 20. 
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Trade sins 


President Reagan squeaks 
past some protectionists, Dut 
appeases others, page 15. The 
anger in the GATT, page 51. 
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Sumitomo Sachs 


A Japanese-American banking 
partnership, page 59. How to 
buy Japanese stocks, 

page 62. 


Mexico discovered 


The United States starts to 
worry about its neighbour, 
page 25. Debtor's politics, 
page 21. 





King Hong 
Bank of China v Hongkong and 
Shanghai, page 60. 
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Tortoise Germany 


May be a disguised hare, page 
12. Better news on America’s 
employment, page 30. 


OPEC's comeback 
Will it last?, page 53. Oil 
product prices compared, 
same page. 
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Two communist cities 
struggling out of the past, 
pages 21 and 37. Grand Prix in 
Hungary, page 38. 


Teenagers fade 

In Britain, so some businesses 
and crimes will fade with them, 
page 46. 
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Festival follies 
France, Italy and Edinburgh 
succumb to festival mania, 
pages 71-72. The mad 


monarch of Munich, page 73. 
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Unalpine behaviour 


The things some mountaineers 
get up to, page 35. 


2 ee eS E E o E a 


™“ 
i 
i 
| Australia A$135 [C] Students [] A$108 | 
| Hongkong HKS650 Q] Students [] HKS$520 | 
Japan J¥22,000 [) Students [] JY¥17,600 
| Malaysia M$199 [] Students C] M$159 | 
Singapore $$185 [] Students [] S$148 
i 
i Other Asia/Pacific us$93 [) Students [] US$74 
| index (Please apply for local rate) | 
i (E Sterüng and US $ can be accepted at the current exchange rates) | 
Name 
p Sere o oommmmommERE 
Company 
gp Sompory E EEEE 
Address 
p More 
pT 
Country SP 
TT ea ees ae 


49 
51 


59 


64 Big Bang Brief: Policing the City 
67 Science and technology: Why scientists go to the poles: 


79 


71 


6 


SES SNR NE 
© The Economist Newspaper Ltd, 25 St James's Street, London SW1A 1HG. Printed in Singapore 





Please enter a subscription for 1 year. | enclose payment Of........ss.ss.sssssssseissressrses 


Arts, books and letters 


AUGUST 9 1986 ; 


Volume 300 Number 7458 


World politics and current affairs 


This way to Mars 

Small earthquake in Commonwealth 

Why Germany is cautious on reflation 
Round-the-clock markets . 
A royal Gibraltar? 

Routing America's protectionists 

Sri Lanka: Islands can be shared 
international: Just what the doctor ordered in Malaysia; 
Israel and Russia; South Africa's sanctions-busting friends 
in Asia; Sri Lanka; Mexico; Shanghai 
American Survey: Suddenly, it's Mexico; Drugs; William 
Rehnquist; Football; Michigan's °epublicans; Colorado; 
Steel; The economy 
Europe: Speak up, comrades, so long as you agree with 
me; France; Alpinism; Spain; Norway; Motorways; Buda- 
pest; Grand Prix racing in Hungary 
Britain: Give her a break; Northern Ireland; Labour's 
budget; Class and health; Trustee Savings Bank; Teen- 
agers; Profit-linked pay; Coalmining; Musical education; 
British Rail 


Business, finance and science 


Business this week 
World Business: The icy trade winds blowing towards 
Punta de! Este; Japanese exports; GEC-Plessey; OPEC; Oil 
prices; French television; Singapore printing; Hill and 
Knowlton; Executives’ pay; Japanese coal; Swedish gas; 
American newspapers; ICL 
Finance: Sumitomo takes a bite of Wall Street's ripest 
plum; Bank of China in Hongkong; Gilts; Tan Koon Swan; 
Japanese stockmarket funds; British insurers 


Three pages on Arctic research 
Economic and financial indicators 


Arts and books: Europe's festivais of Saint Subsidy; 
Edinburgh festival; Scottish Enlightenment; Festivals in 
Italy; Britain's oil; Ludwig ll; Picasso theft 

Letters 


“Subscription coup ~ O ei 
The Economist Newspaper Ltd, 2 Jurong Port Road, 


Singapore 2261, Republic of Singapore 
Regestered in Loodan 236383 Registered Other 25 St James's Sreet SWIA IHG 


Y z 
MG O ETE N a 





— 




































































SIR—While our leader (July 
26th) on terrorigm raises the right 
question, surely it muddles the 
morality? I suggest that anyone 
ho kills or maims people is a 
orist. That is, someone who 
eks to impose his will on his 
ponents by frightening them. 
y, whether one approves or dis- 
roves of a particular act of 
orism is a matter of personal 
orals. The only violence that 
can be excused that label is di- 
cted solely against materials, 
which avoids casualties and seeks 
to overawe the opposition 
through their calculation of mate- 


Yorkshire I Mae TRARELE 


SIR—The disdain’ you offer 
between terrorism and other 
forms of political violence are 
only analytical niceties. 
a by the deed” has 

i red more spec- 
_tacular and effective by improve- 
ments in technology. I would add 
to your factors the rise of mass 
societies, whose  rootlessness 
makes the individual especially 
receptive to fear, and tempting 
targets (power grids, data pro- 
cessing facilities). 
` However, terror does not “sev- 
er the link between the target of 
violence and the reason for vio- 
ce”. Terror is an attack upon 
“human psyche. The mark of 
uccess is when the mere 
reat of violence, and not vio- 
ce itself, is sufficient to influ- 
nce human behaviour. Indeed, 
‘is logic of fear has a central 
place in the deterrent nuclear 
rategies of the superpowers 
themselves. The promises of mu- 
jally-assured destruction are but 
exercises in mutual mega-terror. 
Moreover, nuclear strategy 
shares with terrorism the same 
obsession with the technological 
aspects of communication. Weap- 











find their proximate “value” inthe 


è mpromise | that lies at the heart of 
Superpower relations. 

Strategic nonsense: about limit- 
ed nuclear wàr or- “Surgical 


zens of Chicago and Kiev deserve 


a nuclear fate no more than Leon 
See deserved a bullet in 


LOREN GATCH 





Printed in Si 
information 


did calls us “terrorists”. 
to see him repeat it in front of a> 
few bomber command veterans. - 


Blacks or 
ons built never to be used instead. 


ymbolic discourse of threat and 


strikes” notwithstanding, theciti- gle 


Punished mooki (ear r a cobia A 


SIR--İt is an absolute disgrace to 
describe the raid on Dresden as 
“terrorism”. I distinctly remem- 
ber bombing up for this raid. We 
knew what the target was and we 
knew why. The Red Army was 
advancing and the very dirtiest 
type of Nazis were moving away 


from it and pouring through 


Dresden. These were the people 
who had helped murder 20m 
Russians, getting away again be- 


fore the Red Army could catch 


them. This was not a terrorist 
raid, and the people we were 
seeking to kill, or delay until the 
Red Army could get them, were 


not a lot of pretty Dresden shep- 


herdesses either. 

Now 40 years later some igno- 
rant, innocent leader-writer who 
manifestly wasn’t there vand 
hasn't read the history- of all we 
I'd like 


Chesterton, 


7 Cambridge GEOFFREY WHITEHEAD 





Go for gold 


SiR—Your leader on South Afri- 
ca (July 19th) offers a plausible 
and intelligent alternative. I dis- 
agree, however, with any form of 
economic sanctions because the 
eventual effect not just upon the 
economy the blacks will eventu- 
ally inherit, but upon neighbour- 
ing Black African states, who 
depend upon South Africa to 
keep their unemployment down 


and their economies running, 


would be disastrous. 


What is of greater concern to, 
me, however, is the double stan- 


dard being applied to South Africa 
by politicians of the Common- 
wealth countries and the United 
States. Why is there not more 
involvement or criticism of coun- 
tries such as Liberia, Chad or the 


Central African Republic? Per- 
haps Uganda also? What is the 


lesser evil-—-Whites oppressing 
| Blacks oppressing 
Blacks? | 


Washington, DC KEMAL AHMED 





Europe and America 


SIR--Read juickly, Mr Fagan- 
dini’s letter (July 19th), suggest- 
ing that utope should not snug- 
up either of the 
PR, makes eminent 


sense: keep y your head down and 
you won't get hurt. Read more 


carefully, however, it is seen to 
encapsulate much that: Ameri- 





iseve the las weak in Decembar and the irst week in January) by The Economist 
Se ta the asromint Nowspacer Lat. Representative Oo zd Song Pon Road. 


“cans find so ob 


rent European attitudes: peace 
and quiet and survival a 
right and wrong are incom- 
sequential. 

For those of us who grew up in 
Europe in the 1930s, it is déj jà vu. 
Many were prepared to ignore 
the threat of Nazi Germany, hop- 
ing that it would go away or was 
not as bad as some alarmists 
(for example, Winston Churchill) 
suggested. Neither peace nor 
quiet resulted, and millions 





perished. 


Europe’s survival today again 
depends on recognising and ac- 
cepting the threat. The threat is 
the Soviet Union, whose goal is 


to spread its malevolent system — 


worldwide. It acts more subtly 


than Hitler, not screaming about. 


“Lebensraum” but extending its 
influence wherever it senses a 
lack of the will to resist. Develop- 
ing that will is the real challenge 
for Europe. 


Glendale, 


Ohio L. H. Froomes 





Snakes 

SIR—Having spent well over 30 
years in the sub-continent and 
having taken an especial interest 


in snakes and snake-bites, many for 
of your comments in “Snake põr 
son need not kill’ (July 12th) 
surprise me. I cannot, of course, 


speak of Thailand, where L fae 
never lived, though I doubt 
whether conditions and attitudes 
there would be very different 
than they are in India. Here, 
most people, whether educated 
or not, believe that all snakes are 
poisonous. One journalist went 
so far as to state: “AH snakes are 
poisonous but some are more 


poisonous than others.” That be- 


ing so, all snakes are destroyed ment hospitals, while many more — 


on sight, far from being encour- 


aged to kill rats in“ agricultural. $ 


areas as indeed they should be. . 
As for deaths from snake-bite, 

I am surprised that Drs Da 

and Mary- Warrell have no 





> all, 








. orities: 




















all gate ti 
where in rural areas eke are ne 
doctors, indifferent police, ne 
coroners, certainly no autopsies 
and where bodies are cremated 
within a few hours of death. If a 
drunken husband brains his wife, 
what can be easier than to say 
that she went out in the night to 
collect firewood, that a cobra bit 
her and that she died instantly? 
All of us who have considered 
this problem in India are agreed. 
that ‘‘snake-bite” is a common 
cover-up for murders and also 
suicides which may be the cause 
of embarrassment. 
The publications of both the 
late Dr Alistair Reid of the Liver- 
pool Schoot of Tropical Medicine 
; an K, Sutherland, 

ie Commonwealth Serum 
hakoratones: Melbourne,» con- 
firm this writer's principles: (1) 
that if a patient presents himself 
or herself soon after after being 
bitten, venomous snake-bite is 
never a medical emergency; (2) 















that more than 50% of those 


bitten by genuinely venomous 
snakes receive little or no Venom, 
since the snake’s object in biting 
is to escape not kill, and there- 
fore su require no 
6) that more 


-such as andy with asterile in- 
- struments and introducing teta- 


nus and septicaemia, than ever 
die of genuine snake envenoma- 
tion; and (4) that your so-called 
“witch-doctors” (we have more 
polite names for them in India) 
perform genuinely useful services 
among unsophisticated and ill- 
informed country folk who might 
otherwise die of shock and fright 


after being bitten by non-venom- 
ous species or receiving sub-le- 


thal doses from — 
species. 
Work in producing anti-snake 


venomous 


“venom vaccines might delight 


laboratory scientists but is a 
mockery for the people of third 
world countries, many millions of 
whom may be exposed to the 
danger of venomous snake-bite 
but who could never hope to 
receive such vaccines. Even to- 
day vaccination against the com- 
mon diseases of childhood has 
reached only a fraction of our 
people. And there are other pri- 
m the city of Mi 
alone about 30 people j 
rabies every month in govern- 





must die of this most dreadful of - 


all diseases unreported in the | 


urban slums.and rural villages. In | 


spite of that, stray dogs may be- 
id. seen. eon he and are as the ap : 















RECRUITMENT CONSULTANTS 
35 New Broad Street, London EC2M Ne 
Tel: 01-588 3588 or 01-588 3576 

Telex No. 887374 Fax No. 01-2565 550% 


BRITISH INDUSTRY COMMITTEE ON SOUTH AFRICA 


and UNITED KINGDOM SOUTH AFRICA TRADE ASSOCIATION 





| Group or have held a senior position in HM Diplomatic Service, who believe in the dismantling of apartheid, leading to a just society in South 
| Africa and in the maintenance of trade with South Africa. Responsibilities will cover the clear communication of British Industry's views on 
| South Africa to the media in the UK and corresponding bodies within the EEC and USA, HM Government and opposition parties and British. 

-> business interests as well as to the South African Government and the South African business sector. The successful candidate, as Director 
General. will also have ultimate responsibility for the control, direction and administration of the trade association. Some overseas travel will 


| Applications are invited from candidates, preferably aged 55-62, who are likely to have headed a successful substantial international trading 





be necessary. initial salary negotiable, £40,000-£50,000 + car + life assurance and other appropriate benefits. Applications in strict 
confidence under reference DGSA 4438/E, to the Managing Director: 


| CAMPBELL-JOHNSTON ASSOCIATES (MANAGEMENT RECRUITMENT CONSULTANTS) LIMITED, 35 NEW BROAD STREET, LONDON | 
a EC2M 1NH. TEL: 01-588 3588 or 01-588 3576. TELEX: 887374. FAX: 01-256 8501. o 





Pro Learning 


-Applications are invited from suitably qualified persons regardless of race, sex, colour or national origin for appointment to the following: 





ent of Economics 


Senior Lecturer/Lecturer (2 posts) a 
licants must hold a Masters in Economics. Preference will be given to candidates with a Ph.D. in Economics withsome ; 
an African University. Ability to teach micro-economics, macro-economics and quantitative economics at 
| will be a strong recommendation. | 









ished branch in Butterworth. ; 
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pearance of a solitary, startl 
cobra intent on its useful. rat- 
hunting will send crowds into 
ungovernable hysteria. In the 33 
-years I have lived in India I have 
. known only two or three cases of 


deaths from snake-bite. 




























































T was intrigued by the tim- 
g of your article on communists 
id the African National Con- 
ress (July 26th). You write “the 
iC decided in the mid-1950s to 
let communists in.” So what! 
Where would one expect the 
communists of South Africa to be 
working politically other than in 
the ANC? Their own party was 
made illegal around 1950 and 
where else would they channel 
heir activities? If ten out of 30 
members of the ANC executive 
ommittee. are communists, it 
hould not appear unreasonable 
at at least one or two would 
old senior positions. When one 
s fighting a battle, one accepts 
elp from all who are in 
ympathy. 
It would also be unrealistic to 
ppose that all will go well be- 
ween the various factions within 
he ANC once they become the 
_ government of South Africa, but 
-it will be their responsibility to 
sort out differences. Those of us 











‘use whatever power and influ- 
ence we may have to hasten the 
end of this wretched apartheid 





—Russia’s loss, in terms of oil 
evenues (“Mother Russia's $9 
ilion headache”, July 5th), is 
he oil consuming world’s gain. 
¢ irony is that nuclear energy is 
sponsible for much of the glut 
toil markets that has caused the 
pressures leading to the oil price 
rop. By OPEC’s own reckoning, 
uclear energy has permanently 
ushed 6m barrels of oil a day out 
of the marketplace. Now, with 
the Soviet accident at Chernobyl! 
Scaring western nations away 
om Increasing reliance on nu- 





_ who are more privileged should: 





ened concerns over acid rain. 
Increased demand for oil will no 
doubt raise prices. The Russians’ 


best hope is that the world eco- 


nomic recovery continues robust- 
dy and that the West learns the 
wrong lessons from the Soviet 
disaster at Chernobyl. 
Washington, 
DC- 


Hindi 


SiR—Your article (“Such lang- 
uage”, June 14th) seems to give 
the impression that “official” 
Hindi consists only of words of 
purely Sanskrit origin. I can only 
assume that this is what your 
correspondent means by “pure” 
Hindi, for I am not sure what 
pure means in the context of a 
dynamic language. In any case, it 
is not true. In India, in all official 
references, the English/foreign 
words, for which there are no 
proper Hindi/vernacular equiva- 
lents, are referred to by phonetic 
transliterations. l 

I have never heard of cricket 
referred to as “right in the middle 
of the circle of ground hit and out 
competition” in any version of 
“official” Hindi. In India, all offi- 
cial releases in Hindi or local 
languages refer to cricket as 
“cricket”. Referring to cricket as 
your correspondent writes is 
merely an attempt at describing 
cricket (and a poor one at that, 
from the point of view of both the 
language and the game) and is 
not the accepted translation. 

Pure Hindi may be bombastic, 
but it is not crude. The phrase 
“railway train’, in a famous 
translation to “pure” Hindi, was 


CHARLES K. EBinGER 





- transformed to “that which trav- 


els on an iron track”. In “offi- 
cial” Hindi, it is referred to as 
“rail”. “Official Hindi is no 
more unwieldy or bombastic than 
“official” English is. 

As far as how much philosophy 
there is behind cricket is con- 
cerned, the less said the better. 


New York NEEL K. Jain 


Black Africa’s future 
SIR—In your article “Black Afri- 


ca’s future” (June 28th), you rule 
out food aid from America’s and 


_Europe’s subsidised surpluses as 
a useful contribution. While you 


concede that it has sometimes 


} saved lives, you continue: “Al- 


ways it discouraged local farmers 
from growing more.” Always? A 
little further down in your article 


in- we have a section entitled “India 








c- showed the way”, with much em- 
_ by direct country-to-country aid, 






"slowed or stopped and coal-fired 
-generation is hindered by height- 


-gines (July 19th). — rm 


often at less 


rates of interest”. You fa 


that a big chunk of this “country-. 
to-country aid” was in fact food 


aid, and this has clearly not pre- 


vented India from increasing her 
own food production. On the 


contrary, revenue obtained from 

this food aid provided funds for 

financing the Green Revolution. 
Naturally if Black Africa can 


obtain a lot more financial aid 
instead of food aid, well and 


good. But, considering that food 
aid may be easier to obtain than 
financial aid, it seems wrong of 
you to deny that it could be 
helpful. Rather, your own con- 
clusion that “aid can work, pro- 


vided both donors and recipients 


get their policies right” applies to 
food aid as well as financial aid. 
Brighton, Sussex H. W. SINGER 


But for the Sabbath 
SIR—You refer to the law prohib- 
iting El Al from flying on the 
Sabbath as a “handicap” (July 
19th), 

Many Jews and Christians 
would regard this as an oversim- 
plification. Biblical teaching 
maintains that there are rewards 
in this life (as well as the life 


after) for keeping the command- — 


ments of God. Historians and 
doctors generally agree that the 
biblical concept of a “day of rest” 
has brought significant economic 
and social benefits to societies 
where the custom has been estab- 
lished. The Sabbath refreshes the 
individual, and brings increased 
productivity. At a time when 
Sunday trading is a topical issue 
in Britain, I note that El Al's 
fortunes started to improve in the 


year when the Sabbath regula- 


tions were introduced. 
London 


Ode 


SIR—“Lovely lithium” (July 


19th) suggests perpetual motion, 


or at least duality of purpose, by 
describing a “superb negative 
electrode” as an anode. School- 
boy science says that you really 
mean a positive electrode. Nega- 
tive electrodes are called 
cathodes. 

Old Greenwich, 
Connecticut 


Arabic n, 
SiR—Arabic is not as.unsu 

language for studying math 
ics and western philosop 
your correspondent in Tunis im 


JOHN M. BURGESS 





Westerners study algebra and 
continue to use Arabic nui 
And if you were to stu 

















‘SIR—You quote (July 26th) 





RopertM. Feige | 








hilosoph 
meeting the Arab philosophe: 
Avicenna and Averroes, wh 








wrestled with the ideas of Ari 
totle, and in their turn stimulate 


Aquinas. 


Davin J, CRITCHLE 


ir 
convenient lines to be found i 
some West European anthems 
Would it, by contrast, be appo 
site. to quote the opening lines c 
the Czechoslovak national an 
them, which, translated into Eng 
lish, asks: “Where is my home 
Where my country? . . .” 

_ Where indeed? 
Friburg, — 


Switzerland Harry Krau 


SIR—Maybe one of the less vio 
lent and truly non-belligerent na 
tional anthems is the Dutch “Wil 
helmus’” which was writter 
between 1568 and 1572 and wa: 
adopted as the Dutch nationa 
anthem in 1932. As a rule onl 
the first and sixth verses are sung 
The first verse goes as follows: 

I am Wilhelmus van Nassau, o 
German descent; I am a free anc 
‘fearless Prince of Orange. I have 
always honoured the King of Spain. 
I will remain faithful to the father. 
land until my death. ; 


Germany, France (the Principali. 
ty of Orange), Spain and the Low 
Countries, voila a really com- 
munautaire national anthem dat- 
ing from the sixteenth century. 


Brussels J. M. VAN DEN WALL BAKE 
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| Just published: EIU Special Report No.241 


JAPAN: oero 
-PETROLEUM SECTOR OUTLOOK 


A comprehensive and detailed picture of 
Japan's energy needs and supply : 
arrangements, including a comparative 
review of forecasts of national 
requirements to the year 2000, is given 
in this report. import patterns and 
arrangements, demand allocation, 
refining. power stations, nuclear plant 
projects, the domestic oil, gas, coal and 


į. electricity sectors, and Japan's extagsive 
energy investment overseas are all _ 


documented, analysed and forecast. 
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signal ligation Wanajamii institute (IMD, a not-for-profit 

jadicated to research and training for improved irrigation 
seeking a Director General as. its chief scientific and 
. HMYs activities are muli- -disciplinary and international 
eld programs in several countries including Sri Lanka. 


bilities include leadership in conceptualising, formulating and 
‘the Institute's scientific and training programs under the 
ion of the Board of Governors; continuing international 


ofa world-class multi-disciplinary professional staff supervision _ 


essional and service staff development and negotiation for field 

ams in collaborating countries; maintaining diplomatic and policy 
elat mships with the host country, development, operation and mainte- 
ince of the central facilities at Digana near Kandy, supervision of general 

| administrative functions, preparation of supporting documentation and 
“=c recommendations for action of.the Board of Governors and the supporting 


cam: quali ications ng uaa: ‘a doctorate in engineering or the 
- “aqdeultaral or social sciences. related to irrigation; established scholarly 
oe reputation his own discipline: five years of productive multi-disciplinary 
“experience as. principal or senior associate in research/investigation of 
irrigation systems at least partly in developing countries; expenence in 
-o Unformation i Hitiation, preparation of documentation and successful 
negotiation with high-ranking national officials, and management of a 
medium-sized research or training organisation. The basic language 

by IMI is English Multi-lingual capability, particularly French, would be 
helpful. Excellent salary and benefit package. Must be available Summer 
1987. Send résumé including salary history to: 


Dean F. Peterson, Chairman, IMI Search Committee 
Utah State University, Logan, UT, USA 84322-4105 


INTERNATIONAL IRRIGATION MANAGEMENT INSTITUTE 
An equal opportunity employer. 
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esting and challenging opportunity for you to | serve 
as the Canal's principal source of economic e 

tise providing advice on economic matters 

policy formation and planning for Can 

The position also will require peri 

throughout the world to consult with Ca ‘ al 

ers. Interested? Then apply for: } 


ECONOMIST GS (NM) 
($43,328.85 annually, including overseas d 
with the Panama Canal Commission, a` 
ment Agency located in Balboa Heights, Re 
Panama. 


WE ARE that li ron : 


—FA background in pices economics or 3 
business x : 
—Experience in _ international trade | and $ 
transportation : 
—Knowledge of techniques and methodologies of 
economic and trade forecasting 

—§trong communication and marketing skills 


WE OFFER 


Free rent and utilities in Commission administered 
housing 

—Free yearly trips back to the US 

—US Government-sponsored health and life 
insurance 

Approximately two months leave annually 
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- NS 7d ; , l —Federal Employees Retirement System (FERS) or 
ISLAMIC DEVELOPMENT BANK (IDB) Civil Service Retirement System, as applicable 
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FA 


—Social Security, if applicable 
A samt haem 


HEAD OFP ROGRAMS & gente SECT ION 


degree i in Economics or Administration witha practical experience of at 
the PhD or 11 years for the Master's in planning, organization and 


economic development activities and assisting in the preparation of A 


e thereto. Knowledge 0 Istamic economics will be an asset. 
cage a OFFICERS (a. TRAINING b. STUDIES) 
PD or Master’ sdegren in Economics or Administration with a practical experience of at least 
Six years tor the PHD or nine years for the Master's: 
J in administering seminars & courses. 
b Studies Officers: in preparing documentation for training programmes and editing the 


ene of seminars. , 
RESEARCH OFFICERS 


PRD or Master's og td is Economics or Social Sciences with a practical experience of at 
least ihres years after or six years after the Master's, in carrying out theoretical and 
ppl esearch i in Islamic Economics, Banking and related fields. 
“The salary for these positions is determined according to qualifications and experience and 
es from: 3530.00 tb 45, ,000 per annuth. 
In gddition to salary, other benefits include internal. transport allowance, installation 
v housing allowance, air tickets for annual home leave, dependency allowance, 
ation) bezi medical care, group life and accident insurance coverage, contributory 


il be given to nationals of [DB member countries and to candidates with 
in addition 10 English and/or French. 


-Last date for receiving applications is one month from date of this advertisement. 


ate er ns may send their curriculum vitae with copies: af education and 
cates by mail to: 


THE HEAD OF ADMINISTRATION AND FINANCE 
ISLAMIC. RESEARCH A AND TRAINING INSTITUTE 
ISLAMIC: DEVELOPMENT BANK 
F. Q. Box 9201, Jeddah 21413, ee of Saudi Arabia. 


—Free education for dependants in DODDS System 


Federal status appointment limited to five years. |. 
Placement assistance to the Department of Defence. 
will be provided to those eligible at the end of the 
five-year period. Federal employees may have re- 
turn rights to present positions. 


Applicants must meet the requirements specified in 
the US Office of Personnel Management Handbook 


- X-118 Qualification Standards, which include at least 


four years of college education (including courses 
economics, statistics, accounting, or calculus) - 


: three or more years of professional experience in 


economics or equivalent combination of educatio: 
and experience. 


Submit résumé or Personal Qualifications Stat e 
ment (SF-171), available in some post offices or 
government agencies, along with college tre 
scripts immediately to the Chief, Employmen 
Placement Branch, Panama Canal Comm 

APO Miami 34011-5000. For informatio ? 

call the following numbers: in Pan: 

7996 or in Washington DC (202) 634-64 
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A U.S. Army laser device has proven to be extremely reliable in tests. The Ground/ Vehicular Laser 
Locator Designator (G/VLLD), which determines distances to targets and illuminates targets for laser- 
homing weapons, achieved its goal of operating a mean time of 100 hours between failures. G/VLLD 
systems have operated for the equivalent of more than 108,000 designation missions and more than 45,000 
ranging and location missions for a period exceeding 600 hours. The Hughes Aircraft Company device 
can be mounted on armored vehicles or used with a ground tripod. 


The last in a series of three spacecraft for AT&T is carrying telecommunications throughout the United 
States. Telstar 3B can handle 21,600 long-distance telephone calls simultaneously or a mix of voice, 
video, and high-speed data services. It carries 24 transponder channels, which can be switched by ground 
command to various combinations of regional coverage across the continental U.S. and Hawaii, Alaska, 
or Puerto Rico. The cylindrical satellite measures 7 feet 2 inches in diameter and 22 feet 5 inches high 
and is based on the Hughes HS 376 model. It is the world’s most successful commercial communications 
satellite, with 30 spacecraft ordered to date. 


Battle management will get sophisticated new automated support when NATO's northern region installs a 
new system containing what may be the most complex large data base ever built. The system, known as 


NEC/CCIS (Northern European Command, Command and Control Information System), will provide a 
secure network of computers and displays to support the commanders and staffs at 18 operations centers 
throughout Norway and Denmark. It will span echelons of command from squadron operations rooms 
and NATO air defense control centers to regional command headquarters. The system will gather, store, 
process, and display data to support the range of operational disciplines involved in multiservice battle 
management. Included are detailed status data on friendly units and intelligence on enemy forces. The 
system will help commanders use resources effectively and issue orders to tactical units. Hughes heads a 
team of Norwegian and Danish companies developing NEC/CCIS, which is scheduled to go into 
operation by the end of the decade. 


A new-generation mapping radar helps classify military targets automatically, even at extreme ranges. 
The Advanced Synthetic Aperture Radar System (ASARS-2), designed to complement electro-optic 
sensors, is flown on a U.S. Air Force TR-1 reconnaissance aircraft and provides real-time radar imagery 
to a ground station in all weather. ASARS-2 sees with the high resolution of an infrared sensor, but not 
from a perspective view. Instead, imagery is processed to show targets in an overhead view. One benefit 
of this approach is that a computer can more easily classify targets based on their outlines. The Air Force 
gave ASARS-2 an excellent rating after strict operational performance tests. Hughes is producing the 
system under a development and production contract. 


In pioneering work with applications for space-based defense systems and the next generation of missile 
seekers, Hughes has demonstrated an advanced infrared sensor. The device is believed to be the world’s 


first high-density, staring, long-wavelength infrared focal plane array (FPA). The hybrid chip, smaller 
than a fingernail, is integrated with optics and electronics to create TV-like images of a scene, even in 
total darkness. Unlike conventional infrared sensors, which mechanically scan a scene by means of 
oscillating or rotating mirrors, the FPA stares at a scene in its view at one time. It promises significant 
performance, size, weight, and cost benefits over ordinary sensors. The device was developed for the 
Defense Advanced Research Projects Agency as part of Strategic Defense Initiative efforts. 


HUGHES | 


Subsidiary of GM Hughes Electronics 


For more information write to: PO. Box 45068, Los Angeles, CA 90045-0068 USA 
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This way to Mars 


4 cooling thought for hot holiday beaches: at the South 
ole it is now pitch dark at midday and about 60° below 
reezing. The 17 scientists working there have not seen 
t fresh lettuce since February and will not see another 
intil November. They have only each other for compa- 
1y. They might as well be on Mars. 

Which prompts another cool thought. Why not use 
he white continent as a dry run for a joint American- 
łussian mission to the red planet? This would capitalise 
mn the extraordinary success of the Antarctic Treaty, 25 
rears old this year, and suit the ambitions of both 
uperpowers in space. A manned mission to Mars is an 
ncreasingly popular plan within NASA. It is also some- 
hing at which the Soviet experiments of long spells in 
pace seem to be aimed. Russia and America could save 
noney and time by getting together on Antarctica for a 
nuch needed exploration of the practical and psycho- 
ogical problems of remote expeditions. 


scott, Amundsen and Shackleton would not qualify 
3eyond some of the standard carps from ‘“‘excluded”’ 
hird-world countries, Antarctica has remained peace- 
ul and uncontroversial, mainly because nobody needs 
o militarise it and nobody has found gold or oil there. 
n 1961, the nations that claimed segments of it agreed 
o sink their differences beneath a treaty that, in effect, 
neant that the continent’s only inhabitants would be 
cientists. To become a full member of the Antarctic 
(reaty, a country must send a scientific expedition 
here. The 1,000 or so people who spend each winter on 
he continent, at a cost of some $200m a year, are all 
here in the name of science. At the poles, a knowledge 
f geophysics is now of more use than a taste for 
xemmican (see page 67-69). 

The scientists have taken good care of their legacy. 
-o-operation between even Soviet and American teams 
las emerged quite naturally. Some of their discoveries 
ire fascinating-but-useless: fossil marsupials prove that 
uch mammals got from South America to Australia via 
Antarctica during warmer epochs. Others are dull-but- 
mportant: the recent discovery of an alarming hole in 
he ozone layer during spring over the Antarctic is an 
‘arly warning of a dangerous new effect of pollution. 

Antarctica now needs a scientific role that is big 
¢nough and international enough to keep the treaty 
live. A training ground for interplanetary travel would 
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fill the bill. Wernher von Braun went to Antarctica in 
the 1960s and concluded that much could be learnt for 
space missions from the management of its bases. Since 
then most of the technical difficulties of getting into 
space have been solved. The psychological and logistic 
difficulties of living in space have not. Where better 
than an inhospitable continent that belongs to nobody? 

Consider what a mission to Mars entails. The astro- 
nauts will have to stay for several years—the trip alone 
will take at least six months and they will have to wait 
two years before the earth is so close again. They will be 
on the end of a radio telephone, but beyond the reach 
of a rescue mission. The temperature outside will be far 
below freezing for most of the time. 

Mars and the South Pole in winter have much in 
common. The big difference is that the South Pole is 
much cheaper to get to and much easier to rescue 
people from than Mars. Buried beneath the snow for 
insulation, as a Martian base might well be buried 
beneath the surface, a station on the Antarctic plateau 
would have the advantage over a Martian base of not 
having to generate its own oxygen and water, but the 
disadvantage of not being able to use solar power in 
winter. Otherwise, life would be much the same. The 
inhabitants would not be able to venture out without 
elaborate equipment. They would have to grow their 
own food and recycle their own waste. 

The experiment would not be physical so much as 
psychological. Although a few Antarctic programmes 
are willing to sacrifice a physicist’s place on the team to 
a psychologist, again and again the same worry 
emerges: the cold and deprivation are easier to tolerate 
than the claustrophobia, boredom and petty jealousies 
of living with a few people from whom there is no 
escape. Submariners can provide some of the answers, 
but much research is needed to find the right combina- 
tion of personalities for an interplanetary mission. How 
many doctors? How many plumbers? Should all of 
them teach each other their jobs in case they die? What 
happens if both the computer expert and the cook fall in 
love with the doctor—a problem so insuperable that 
some Antarctic programmes, such as Britain’s, have 
dodged it by taking only heterosexual men? If there is 
to be a manned station on Mars in the next century, 
America and Russia should start the Antarctica experi- 
ment now. Dive in together, superpenguins. 
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better to have avoided all that fuss 


The usual route to a Commonwealth summit is a grassy 
path to a lofty eminence. The seven climbers who met 


-in London on August 3rd faced a relative molehill, but 


P? 


_ their hostess had littered the approach with sharp 
_ boulders. Margaret Thatcher’s guests went home early, 


with sore feet. By recording their six-to-one disagree- 
ment on how best to promote peaceable change in 


= South Africa, the six prime ministers and one president 


“4 again confirmed that the conventional unanimity of 
= Commonwealth declarations hides deep differences. 
_ Nobody walked out in wrath, because the Common- 


i 


> 


= wealth’s members all have their assorted interests in 
_ holding it together. It would have been better if Mrs 
_ Thatcher had made agreement possible, but it is less 


_ than fatal that she did not. 


The Commonwealth has helped Britain to dispose of 


= an empire; mildly educated most of its far-flung leaders 
= in moderation and compromise; provided a window 


` 
v 


_ through which non-aligned can talk to NATO, Caribbe- 
ans to 
_ members now wanted to impose on South Africa a list 


Asians, poor to rich. Most of its non-British 


_ of sanctions that will almost certainly not change the 


= South African government's policies. Mrs Thatcher 
_ preferred to comply with a probably shorter EEC list, 


plus a “voluntary” ban (whatever that means) on new 


_ British investment in South Africa, and on encouraging 


It was the difference between a needle-prick and a 
_ pin-prick. No point of principle was involved. President 


+ 


v 


_ British tourists to visit it: that won’t change President 


= Botha’s mind either. 


_ Ronald Reagan will probably soon be dragooned into 


E some sort of sanctions by a gesticulating American 
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_ Congress. The EEC will follow with its own. Mrs 


_ Thatcher will tag along. What she did this week was to 


7 rub home the obvious—that, for Britain today, Europe 


Americans worried about their falling dollar and soar- 


J Í i igr deficit have been urging other countries to 
Eie 


te. Japan has done its bit: short-term interest rates 


there have fallen by almost three percentage points 


since December, with another cut expected soon. The 
Japanese government is also hinting at a supplementary 
budget worth Y3 trillion ($19 billion) in extra spending 
and tax cuts later this year. This Japanese eagerness to 
please is matched by West German obstinacy: both the 
Bundesbank and Helmut Kohl’s government have 


$ r = = ie 


all earthquake 


Nobody fatally hurt in the Commonwealth; but how much 


Why Germany is cautious 


Old-style reflation is not the way to boost an economy that is anyway 
_ likely to do its bit for the world 








comes before the Commonwealth. 

Most people now realistically recognise that no 
sanctions short of the real back-breakers—such as a 
concerted cut in the price of gold, ora virtually impossible 
naval blockade of all southern Africa—can possibly bring 
down the South African regime. Most people also realise 
that too many calls for sanctions are fuelled by self- 
interest. Banning South Africa’s coal is good for 
Australia, banning its steel good for Pittsburgh, banning 
its grain good for Canada. Yet there are realists who want 
sanctions for all that. They are much the same people 
who, in 1981-82, knew that sanctions against Polandcould 
not by themselves get Solidarity unbanned, or unseat the 
Russians from General Jaruzelski’s shoulders. Their 
main objective, in the South African as in the Polish case, 
isto register disapproval, inflictinconvenience and assure 
those whom they support within the sanctioned country 
that somebody outside cares. 

To achieve this, a price has to be paid. For Britain, 
with all its ex-imperial business links, banning some 
trade with South Africa would cost real money and 
some real jobs. Mrs Thatcher, and many other Britons, 
dislike this. But some sanctions there are now going to 
be, unless South Africa is to be told that the world 
doesn’t care about apartheid after all. Mrs Thatcher 
should have tried to devise a list of measures which 
Europe could accept and the Commonwealth could live 
with, and marched at the head of the combined column. 
Instead, Britain’s prime minister finds herself trudging 
grumpily along, several yards behind everybody else. 

The Commonwealth will survive, as usual. So will 
South Africa: this week’s squabble was about waving an 
indignant sword, not making it draw blood. But the 
affair has done Mrs Thatcher’s reputation as a skilful 
handler of men and issues no good at all. 








ignored calls for lower interest rates and a looser fiscal 
policy. Their case is stronger than their American critics 
allow, but it is being presented with all the subtlety of a 
Munich beer hall just before midnight. 

The main reason for West Germany’s unwillingness 
to reflate is that it is confident that real GNP is already 
set to grow by 3-3% this year and next. True, output 
fell in the first quarter of 1986, but industrial production 
in the second quarter rose at an annual rate of 4.6%. 
West Germany has long distrusted the trigger-happy 











lag: Egi et ale a believe: that a 
oil "pins : strong monetary growth (which is already 
ata eal GNP. That anal target) will in due 


his, a matters less this year to io countries 
loes its composition. During the past two years, 
fifths of Germany’s GNP growth came from 
in 1986 and 1987 growth is more likely to be 
omestic demand. The OECD reckons that 
any’ s real domestic demand is set to expand 
is year and again in 1987, compared to a 
verage of 1.7% a year in 1984 and 1985. If the 
forecasters are right, the West German economy is 
sady stoked up to be the rest of the world’s locomo- 
ild up ¿more steam now could risk it 


1979 beak. 
Strong aii their arguments are, policymakers i in 
West Germany could do more to sell them. They have 


been reluctant to say openly that they are e determined to 


Rou nd -t ay 


Financial regulations are too parochial—and thus harmful 


There are, as the saying goes, three kinds of people: 
those who watch things happen, those who make things 
happen and those who never knew what hit them. The 
regulators of the world’s securities markets are in 
anger of ranking with the terminally bemused. While 
nvestors and financial firms are travelling 
search of new markets and better deals, 
5 are still stuck inside their national 
TA move out, the markets are 






















“five American firms that remain npn Ai held in 
Jnited States have made initial public offerings in 
n. Half the trading on the Frankfurt Stock 
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lising i in op sie securities a as it thad two years ago. 

ra, Japan’s largest securities house, gets a quarter 

venues from international business and expects 

are to double. 

ied b technology, markets are intermeshing. 
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avoid outright deflation: ; yet that th 
fanciful in a country where consumer price 
actually fallen by 3% in the past 12 months. 1 
tunes of anti-inflation need a counterpoint, w 
best composed in the key of nominal de 
government commitment to keep nominal GNP er 
by 4-5% a year would give Germany solid growth w 
next-to-no inflation. The finance minister ,’Mr Gerha 
Stoltenberg, came close to doing that this week whe 
hinted that interest rates might soon be reduced; but 
would have been more convincing if he had explain 
this half of his policy in terms of a target fo for growth 
nominal demand. Deda 

The other half of a compelling strategy for f 
should be reform of the supply-side 
German economy. Despite the governr 
promises, it has done little to make mar 
by reducing rigidities, or to improv 
invest, work and take risks. Compan 
Germany are high and not falling, while 
worker faces a marginal tax-cum-social-secut 
50% , higher than in any other big OECD coun 

Germany’ s economic growth would surely perk up 
these taxes were reduced. If the government does 
want to pay for tax cuts by borrowing mores it coul 
SO by sasing the state Ta that the K <ie ell 

















































Exchange allowed foreigners to take six of ten new seat: 
at the end of last year. In London, foreigners may nov 
own Stock Exchange member firms. Exchanges ar 
forging trading links: America’s with Canada’s, Lond 
with the National Association of Securities Deal 
(NASD) based in Washington, and the NYSE per 1a 
with Amsterdam. 


Aim for compatibility, not uniformity os 
Nobody gains if the emerging round-the-world secu 
ties market leads to a competition in laxity, + 
companies seeking a listing and making offe 
markets where disclosure rules are most rudim 
This would hurt America especially since, in 
financial marketplace as in the political one, the U 
States is the most open society in the world. 

The NYSE requires quarterly reporting to shareh 
ers. It has been talking to the Japanese and Europe 
about the possibility of their changing to quarte: 
disclosure, but found that this is like talking to Ame 
can firms about going to monthly reporting. Practic 
vary on prospectuses. In London, the prospectus fo 
initial public offering is usually much shorter than 
American equivalent and concentrates on future 1 r 





thap past performance. America’s detailed regulatory 
requirements on short-selling—the practice of selling 
something you do not own in the hope that the price will 
fall before you have to deliver it—are much stricter than 
those anywhere else. So are its rules on the disclosure of 
the pay ang perks of corporate executives. Deals in the 
United States take five days to settle, in Italy an 
eternity. ° 

Uniformity is not possible, or even desirable. Non- 
Americans would bridle about quarterly reporting 
becoming the norm since they believe it makes manag- 
ers obsessed with short-term results, especially when 
takeover bidders are active. The best approach would 
be for financial regulators to take a leaf out of the 
central bankers’ Basle book. They should meet regular- 


_ly to hammer out and update broadly compatible 


approaches to public disclosure as well as to market 
malpractices (insider trading, price rigging) and to 
capital and liquidity requirements. 





The NYSE and the Securities and Exchange Commis- 
sion have flown the right sort of kite. They have 
suggested that if regulators cannot agree on (say) a 
common prospectus, they might agree to accept each 
other’s on a reciprocal basis. Or they should get as close 
as possible, and then put a warning label on the cover 
stating that disclosure practices are different. 

Regulators are still hesitating about grasping the 
kite’s string, mainly because they are scared of driving 
business away from the markets they oversee into the 
Eurobond and other less regulated markets (see our Big 
Bang Brief on pages 64-65 for London’s inhibitions). In 
this, they are being too timid. Some Middle Eastern and 
South-East Asian exchanges can prosper as casbahs and 
casinos for market gamblers. But professional money 
managers dominate trading on the world’s leading 
exchanges. If a market has inadequate disclosure rules, 
fails to settle deals promptly and allows crime to pay, 
those professionals will take their business elsewhere. 





A royal Gibraltar? 


If the Spanish and British royals remain friendly after holidaying with each 
other's children, they should consider our proposal for the last colony in Europe 


On 23 square miles of rock on the edge of Spain live 
20,000 British Gibraltarians (mostly of multi-mixed 
Portuguese-Italian-Maltese-and-other descent), 6,000 
other Britons and 4,000 aliens. Their constitution 
accords full local autonomy to the democratic govern- 
ment they keep re-electing under the jovially anti- 
Spanish Sir Joshua Hassan, supported by a British 
Governor who waves the Union Jack over them. 
Harold Wilson’s government promised they could 
always have the cover of that Union Jack if they wanted 
it, and at referendums 99.6% of Gibraltarians proclaim 
that they do. Spaniards call the Gibraltarians: 
Camp followers of the military and smugglers all. These 
people should be allowed to continue their cultural tradi- 
tions, their legal system and their own administrative 
organisation. But they should not dispose of a territory that 
is not theirs. 


To the annoyance of successive British governments, 
the Americans and most other people increasingly 
agree with Spain, because the other three British 
arguments—the defence argument, the incomes argu- 
ment and the precedents argument—have rapidly be- 
come the reverse of the truth. 

As regards defence: Spain is a member of the 
Atlantic alliance which allows American bases, and 
most military and naval things can be done more cost- 
effectively in Spain than in Gibraltar. As for incomes: 
Gibraltarians will soon be poorer than neighbouring 
tourist-sunbelt Spaniards, because about 60% of Gi- 
braltar’s GDP comes from the British taxpayer, includ- 
ing subsidies for ship repairs that would be done more 
economically in job-hit Merseyside. 

As for precedents: Mrs Thatcher is Hillsborough- 
scared and South Atlantic-scared about Gibraltar, 
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because in Ulster and the Falklands exactly the same 
promise (no change in your status unless you vote for it) 
has been made. Actually, after any Gibraltar agree- 
ment, Spain and Britain could truthfully say: 
If Franco Spain had caused lasting bitterness by invading 
Gibraltar in 1940, that would have made this deal impossi- 
ble, just as the Argentines will probably have to pay for 
Galtieri by a century of de-Malvinising their politics. We 
could make this pact only because neither side bred 
terrorists to murder the other’s people, unlike the Irish and 
Basques. 


Gibraltar could, except for one obstacle, be a good 
forum for exploring the “diverse alternatives” for 
similar troubled postage-stamps. These diverse alterna- 
tives include dual nationality, condominium, leaseback, 
freeport, tax haven, things you haven’t thought of. The 
obstacle is that no conference would succeed because, 
at the first mooting of any concession, Gibraltarian and 
Spanish politicians would guard themselves from nutty 
nationalist voters by indignantly walking out. 


Our shocking proposal 
So there is need for some device more long-lasting than a 
conference of democratically elected politicians, for 
which consider two clues. First, postage-stamp tax havens 
are regarded as romantic instead of intolerable when they 
have a Prince or Grand Duke to make them so (Mofiaco, 
Liechtenstein, Luxembourg). Second, one helpful Span- 
ish suggestion has been that “Sir Joshua Hassan’s 
Gibraltar government could be allowed to function 
exactly as now, provided the Governor was appointed by 
the Spanish instead of the British Crown.” 

Provided “exactly as now” means what it says, and 
provided the Spanish and British royal families remain 
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oli- 
y SRO! this 
jovernor of Gibraltar be one of 
‘harles, Andrew or Edward), and 
us announcement from Madrid say he is 
of the Spanish Crown. Let some 
press secretary (if there are any such) 
ssor will be one of the King of Spain’s 
will not even be necessary for Prince 
try an Infanta, though one could envy 
The royal Governor should have no 
er, but should bring in many Spanish and 
ional advisers (such as the shrewd men 
Juan Carlos about Spain’s return to 
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Even at the height of summer, most of the 240m 
Americans wear clothes most of the time. Fewer than 
2m of them work in the cloth and clothing industries, 
which are more profitable than most in manufacturing 
and mainly situated in states with below-average unem- 
sloyment. The mills are still shedding labour, but not 
yecause of foreign competition. They are protected by 
<ariffs six times higher than those for American manu- 
facturing generally. It is the productivity gains brought 
əy. modern equipment which are helping them to 
crease output with fewer workers. 

_. Yet on August 6th, the House of Representatives fell 
only a few votes short of a two-thirds majority to 


overturn President Reagan’s veto of a textile bill to give 


his successful industry further protection from imports. 
The bill would have protected some jobs in manufactur- 
eng but sacrificed others in retailing and elsewhere. On 

reckoning of President Reagan’s Council of Eco- 
Advisers, it would have cost all Americans $44 

‘ive years. They would then have had those 
end on other things, and cut jobs in 





ation’s commitment to free trade—generally 
le, given a trade deficit that could exceed $170 
this year—has wobbled sadly in the past month. 
n : Reagan’s men have signed an agreement with 
which will raise the costs of microchips to 
estic users; indirectly protected American farmers 

sidising grain sales to the unloved people of 












ze 


ts from South Korea, Taiwan and Hongkong. 

yis this nonsense happening? Mainly because it is 
liticians to buy votes by blaming imports for 
ff in the heartlands—and easier still to 
n-bashing. Free trade is a doctrine 














“publishing possible ve 


good date for a joint announcement of aro 


America needs to build a constituency for freer trade 


$13 a tonne; and limited the growth of textile 















while emphasising that there 1s no hurry since neith 
the extreme alternatives is intolerable. One € 

alternative is to continue the colonial structure as no 
the other is incorporation of the Rock as a 
province, giving the 30,000 Gibraltarians the s 
rights as the 40,000 other Britons who happily‘choose 
live in Spain today. In practice, some amalgam of tł 
diverse alternatives would emerge as preferable t 
both: certainly preferable to the decaying status Gibra 
tar will otherwise have as a colony on which Britis 
taxpayers will not willingly spend much more money. 















nor would be the 400th anniversary of the ad 
July 1988, a week after the last possible date for th 
next British general election. alle a 
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supported by the weight of history and wisdom, 
without a political constituency. Consumer groups h: 
proved too small, too busy or just too chicken to take 
on union bosses and businessmen who have wrapped. 
themselves inthe Stars and Stripes. — =- 
Foreigners could do more to help the Reagar in- 
istration hold the line. The EEC’s agricultural policy is 
as protectionist as Americans say it is. So are J "s 
policies for its farmers, coalminers and oil refiners. 
Public procurement in Japan and Western Europe stil 
often discriminates against American firms. But even if. 
America’s trading partners opted for free trade tomor- 
row, and reflated by as much as Mr Paul Volcker and 
Mr James Baker want them to, free traders in the 
Reagan administration would still be on the ropes. 


Time for a free-trade populist oe 
Such international considerations count for little wher- 
ever there is an ambitious congressman eager for re 
election. The tricky task for Americans still committec 
to free trade is to sell the case for it in domestic politica 
currency. The Reagan administration has tried to di 
that by combining a tough public stance in bilate 
negotiations, which all congressmen can understand 
with a stealthy commitment to a new round of multil 
eral open-trading negotiations within the Gen 
Agreement on Tariffs and Trade, which most of the 
do not. But, as the past month has shown, that poli 
ends up with concessions to protectionism. | 

If domestic political concessions have to be made, | 
better approach is to look at those programmes de 
signed to help workers who are laid off because o 
changes in trading patterns. In the past, and with goo 
reason, many of these schemes have been x 
They have, among other undesirable thing 
businesses to maintain capacity in a declining i 
when they should be shrinking it. However 
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alliatives are les nE S FOUL 

Brookings Institution suggests that communities depen- 
jent on a trade-sensitive industry might be offered 
nsurance to protect their tax base if the industry 
declined. Each community could then decide to invest 
ts windfall in new schools, new industries or relocation 
rants. Thè right test for these schemes is whether they 
art from the premise that free trade is worth preserv- 
g, even if some of its side-effects must be made 
tically palatable to middle America; if they do, they 














his is how peace could return to Sri Lanka _ 
e government of Sri Lanka need not blush about the 


z the Tamils that they can have—at long last—a 

uine degree of autonomy, the government will 
ismay those members of the country’s Sinhalese ma- 
ority who believe that small islands need only one, 
entral, government. In fact, the tight-little-island idea 
s a fallacy, when the island in question contains two lots 
f people who feel markedly different from each other. 
land’s Protestant minority insists on separation from 
the Catholic-run part. Cyprus’s Turks will accept only 
loose confederation with its Greeks. Few now question 
the division of Hispaniola, New Guinea, etc. If the offer 
of more elbow-room for Sri Lanka’s Tamils leads to 
agreement in the negotiations that reopen on August 
16th, one of the world’s more endable bits of bloodiness 
may at last be ended. 
Until this June, President Junius Jayewardene’s gov- 
rnment had refused to hand over any serious amount 
f power to the Tamils, despite a growing civil war in 
hich the number of Tamil guerrillas had swollen from 
few hundred in 1983 to possibly 10,000 Tigers now. 
But by June a powerful combination of forces was 
ushing the government to make a deal. The army said 
could not beat the rebels by guns alone, just as Tamil 
trorist bombs were spreading to the capital, Colom- 
o: The countries which finance Sri Lanka’s develop- 
ient budget handed over an extra 20% this year, but 
hinted they might pull out next year if the war went on. 
idia, which had been helping the government to talk to 
amils, said it was fed up with the government’s refusal 
to be more flexible. | 














[m Tamil too | 

So, on the day before the aid donors’ meeting in Paris in 
€, the Jayewardene government made an offer that 
amils who do not want to go the whole separatist hog 
Ought to be able to accept. With one addition, and 
determined Indian support, this new offer could settle 
the matter, = ae 
‘The government proposes to set up nine provincial 
councils, which will be given money by the central 
government but will also be allowed to raise some 
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oncession” it is offering to its Tamil minority. By 


Indian help, the Tig 







































handed out. Elections to the councils in the Northerr 
and Eastern provinces, where most Tamils live , are 
planned for next January. When Mr Jayewardene icec 
the cake by shyly announcing his own Tamil origins, the 
Indian government persuaded the Tamil United Libera- 
tion Front, the temperate Tamil pa ) go to Colom- 





bo for talks, and got the Tamil guerrillas to promise not 
to shoot it if it did. ee e eet 










the old kingdom of Kandy: 


should get the backing he needs from India. If a peace: 





where the guerrilla 
willing to help. Indian 
match Indian good 
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Just what the doctor ordered 


FROM OUR SOUTH-EAST ASIA CORRESPONDENT 


The prime minister of Malaysia, Dr Ma- 
hathir Mohamad, is proving a better—or 
luckier—gambler than even he would 
have believed possible. When he dis- 
solved parliament last month and called a 
general election for August 2nd and 3rd, 
almost a year earlier than necessary, it 
looked like a bad bet: Malaysia has been 
suffering all year from low commodity 
prices, rising unemployment and wide- 
spread business corruption. The Muslim 
fundamentalists, who oppose the 
government, seemed to be getting 
stronger, and Mr Musa Hitam, the 
deputy president of Dr Mahathir’s 
party, was nipping at the prime 
minister's heels. 

The gamble paid off. Dr Mahath- 
ir’s National Front coalition won 
148 seats out of 177 in the new 
federal parliament, thus virtually 
matching the 85% share it had in 
the 154-seat parliament elected 
four years ago. The fundamental- 
ists’ Islam party was crushed, and 
Mr Musa Hitam neutralised. 

The main credit goes to the 
prime minister's own party, the 
United Malays National Organisa- 
tion (UMNO), which lost only one of 
the 84 seats it contested; his Indian 
coalition partner, the Malaysian In- 
dian Congress, did its part by win- 
ning all five of the seats it was 
fighting for. But UMNO’s Chinese 
partners in the coalition performed miser- 
ably. The Malaysian Chinese Association 
(MCA) won only 17 of the 32 seats it 
contested, and the Chinese-dominated 
Gerakan party got only five out of nine. 

Will this result widen the gap between 
Malaysia’s already badly divided racial 
groups? Politics and economic policy- 
making in Malaysia have long been race- 
based; now Malays and Chinese seem to 
be migrating even more markedly to 
different party camps. Ethnic Malays 
make up just over half the population, 
Chinese about a third and Indians 10%. 
Until this election a majority of Chinese 
voters had for more than 15 years sup- 
ported the Malay-run National Front. 
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Mahathir had plenty of reason to smile 


KUALA LUMPUR 


This time most Chinese supported the 
Chinese-dominated opposition group, the 
Democratic Action party. 

The reasons for the shift are not hard to 
find. Support for the MCA has long come 
mostly from urban Chinese. But they are 
the ones who most resent the behaviour 
of the MCA president, Mr Tan Koon 
Swan. An investment fund for MCA mem- 
bers run by Mr Tan managed to lose 
M$150m ($57.5m) last year, and he still 





faces criminal charges in Singapore for 
alleged malpractices in the collapse last 
year of a publicly-traded company called 
Pan-Electric Industries (see page 60). 
The Chinese are also getting fed up 
with the pro-Malay discrimination of the 
government’s New Economic Policy, now 
in its 16th year. They could shrug it off 
during the boom years of the 1970s and 
early 1980s. But GDP growth, which aver- 
aged 7% a year for 15 years, fell last year 
to 2.8%, and Chinese resentment of the 
Malays’ legally guaranteed share of uni- 
versity places, jobs and companies is 
growing. There were also fears, belatedly 
dispelled by the governing coalition, that 
Chinese schools would be forced by law 


to teach their pupils in Malag. 

The Chinese swing was therefore pre- 
dictable. The near-extinction of the Mus- 
lim fundamentalists’ Islam party was not. 
This party, known by the initials PAS, 
wants an Islamic state where only male 
Muslims can vote and where the rock 
videos on Malaysian television will be a 
thing of the decadent past. 

Apparently PAS’s picture of the future 
was not to the Malays’ taste. The party 
probably suffered from Dr Mahathir's 
admonition that a vote for the fundamen- 
talists was a vote to have your govern- 
ment development money taken away. It 
may also have made a tactical mistake by 
proposing an unnatural alliance with the 
Chinese opposition. PAS had hoped to win 
as many as 24 seats, compared with the 
five it had previously. It ended up 
with one. 

The National Front thus easily 
kept the two-thirds parliamentary 
majority it needs to pass the consti- 
tutional amendments by which Ma- 
laysia tends to govern itself. Dr 
Mahathir’s position as UMNO’s 
leader will be unassailable at next 
year’s party congress. The main 
question now is whether he will use 
his strength to put Malaysia back 
on a high-growth path. 

Malaysia depends heavily on ex- 
ports, which are equal to half of its 
GDP; but world prices have 
slumped for the primary prod- 
ucts—oil, palm oil, rubber, tin, 
cocoa and timber—which make up 
the bulk of those exports. The 
government's efforts to free Malay- 
sia from its dependence on com- 
modities have tended towards gran- 
diose import-substitution projects 
in construction and industry. They now 
burden the country with a 16% debt- 
service ratio, compared with one of less 
than 10% when Dr Mahathir came to 
power in 1982. It would help if Dr Ma- 
hathir could bring himself to turn away 
from home-grown steel plants and to- 
wards some judicious encouragement of 
foreign investment. 

It could happen, especially if this 
week's oil-price surge lasts for a while. 
The sale of state assets (the MAS airline 
was partly privatised last year) is designed 
to rein in public spending. And the “bu- 
miputra’’ policy, which aims to give Ma- 
lay “sons of the soil” 30% ownership of 
all Malaysia-registered companies by 
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0% which} is nominally allotted to them. 
But the other 40% is supposed to go to 
non-Malay Malaysians (Chinese and Indi- 
ans), and the quiet adjustment here, as 
everywhere else, is expected to be borne 
cby the resentful Chinese. Few people 
-doubt that Mulaysia’s economic problems 

















anage them is to risk racial upheaval. 
‘or the first time since 1969 the opposi- 
ion has won more Chinese support than 
> > government got. Malaysians remem- 
er that it was race riots after the 1969 

ction which gave rise to the pro-Malay 
scrimination that has been practised 













ssia and Israel 


Rediscovering the 
conversational arts 


OM ouR ISRAEL C CORRESPONDENT 





When Russian and Israeli officials say 
‘that the talks they are due to have in 
‘Finland on August 18th will focus on the 
pkeep of a Russian Orthodox monastery 
1 Jerusalem, a chuckle is in order. The 
Soviet ‘Union is unlikely to be edging 
away from its 20-year-old policy of cold- 
 Shouldering Israel just so that it can have 
achat about monasteries and (the other 
__ officially acknowledged subject) consular 
relations. There would be advantages for 
both Russia and Israel in closer contacts 
‘than that, and Mr Gorbachev may be 
paving the way for detailed talks on the 
_ Middle East with President Reagan later 
in the year if their expected summit 
meeting comes off.. 
Relations between Russia and Israel 
were not always strained. The Soviet 
Union was one of the first countries to 
ecognise Israel in 1948, and a fair num- 
r of early Zionist settlers in Palestine 
. solid communists. After the 1967 
ab-Israeli war, however, the Russians 
nd all their East European allies except 
mania) cut diplomatic links and have 
ce followed. a policy of official es- 
ngement. Frequent quarrels over Jew- 
sh emigration from the Soviet Union 
have added to the ill-feeling. 
: Mr Gorbachev probably now regrets 
the breaking of relations 20 years ago, 
and a dialogue between Russia and Israel 
could serve both countries. If they had 
closer relations, Russia would be much 
‘better placed to get involved in the now 
motionless Middle East peace process. 
That is something the Soviet Union has 
long wanted. It would not necessarily be 
harmful, if it could be established that the 
sort of peace Russia has in mind is 
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can be successfully managed, but to mis- . 


scents 6 




















Fall aw 
sok: 
eaa raa” 





Son E n me BS: 


it seems a icreaate conclusion that economic sanctions of some sort will 
be imposed on South Africa by the United States, the European Communi- 


ty and the Commonwealth. 


ut some countries will offer pou) Africa | 


escape routes. Which are they, and how much do they matter? 


One of President Botha’s main jobs is to 
prepare his white constituents for a sanc- 
tions-busting campaign and to make sure 
they are ready to play every sort of 
trading and money-laundering trick once 
the big countries impose their embar- 
goes. It has long been a boast of white 
South Africa—often made with a race- 
conscious twinkle in the eye—that if its 
oldest trading and banking partners in 
Europe and America turn unfriendly, a 
lot of Orientals will be itching to pick up 
the business when the guilt-ridden white 
men slope off. 

A lot of business will certainly go 
begging if the EEC and America do re- 
duce their trade and banking links with 
South Africa. Excluding gold (whose 
final destination is virtually undetermin- 
able), more than two-thirds of South 
Africa’s exports go to Western Europe 
and North America; they in turn provide 
almost the same share of South Africa’s 
imports. The EEC alone takes nearly 80% 
of South Africa’s coal exports by value. 
South Africa’s boast that the American 
and EEC markets will have their replace- 
ments rings a little hollow in view of the 
fact that the value of its exports to the 
likeliest sanctions-busting countries is 
around one-fourteenth the value of its 
exports to the countries, including Ja- 
pan, that will probably impose sanctions 
(see table). 


But there will be plenty of leaks. The i 


two most important commodities for 
South Africa are its gold (which accounts 
for nearly half its export earnings) and its 
oil imports. Barring central-bank action 


to cut the gold price, this: salue of gold 
exports seems secure. Switzerland holds 
the key. About 90% of South Africa’s 
gold goes there first before being sold off 
elsewhere, South African aircraft fly 
regularly into Zurich airport, where se- 
curity guards transfer the metal to bond- 
ed warehouses. The gold does not even 
have to go through customs. 

Gold buyers often want their metal in 


: Switzerland anyway. Gold traders deal 


for delivery in London, New York or 
Zurich. If, one day, sanctions mean gold 
is hard to buy in Britain or America, 
there will still be Zurich. In any event, © 
most South African gold. is sold over 
Johannesburg telepho s and telexes, so 
when it arrives in! ‘land it is al- 
ready owned by non-South Africans. 

So far the scrupulously neutral Swiss 
are sticking to their doctrine of the 
courant normal. This means they will not 
join a trade embargo against another — 
country, but neither will they seek to 
benefit by taking trade from countries 
which have given it up. 

Nor is oil a head-scratcher for South 
Africa—yet. With oil prices marvellous- 
ly low and 38% of its oil coming from its 
own coal-to-oil industry, South Africa’s 
government has been eagerly stockpiling 
oil. OPEC is supposed to observe ean 






embargo on sales to South Africa, but 


several of the organisation's members 


-flout it, and several other countries, in 
East Asia and elsewhere, are happy: to 


serve as a conduit. 
Trade statistics about possible sanc- 
-busters are hard to come Pye and 




















et very much harder äs the sanc- 
ampaign spreads. Begin with the 
supposedly pliant Orientals. Trade with 
pan is huge and with the rest of East 
Sia is tiny—though with the rest it is 
likely to increáse sharply. 


















The Asian games 
The reason for that—and the worst news 
for South Africa—is that Japan, whose 
zovernment did very little to stop its 
om flagrant sanctions-busting 
is beginning to sound as if it 
oin in whatever boycotts the 
erica eventually agree on. 
ill, of course, be some evasion, 
hange in the government’s tack 
mportant: Japan is the second biggest 
ter from South Africa, and the 
arth biggest exporter to it. About a 
seventh of South Africa’s exports go to 
Japan, and a seventh of its imports are 
apane, J Japan has already told private 
; vest in South Africa; 
ot to lend; and since last 
s banned the export of 
ymputers to the South Afri- 
od orces and stopped the import 







































If Japan started to enforce some legal 
bans, it could hurt. A third of Japanese 
imports from South Africa are coal and 
iron ore. The Japanese government is 
considering an embargo on them begin-. 
. fling. in September. It will easily be able 
totum to other coal suppliers, but is 
more dependent on South Africa for 
supplies of some precious and rare met- 
als, among them platinum, manganese. 
“chrome: and vanadium. Companies have 
: king for new supplies through 
ventures in China and South Amer- 
The government has. been building 
tockpile of strategic metals. But if 
Japanese government embargoed 
South African minerals, Japanese firms 
might think they have little choice but to 
bust the embargo. 
Japan's main exports to South Africa 
are cars and electronics. About 800 Japa- 
ese work in South Africa; some 50 
nese firms, mostly car companies 
ding. houses, have offices there. 
financing through third-coun- 
try of the big Japanese groups 
~ should be able to. get round Japanese 
> government restrictions. But that will 
_. depend partly on how severely Japanese 
law is applied and on how hard Japanese 
businessmen try to get around it. 
-Japan may be looking less reliable for 






















































outh Africa's latest great white hope. 
The South Koreans do not publish their 
trade figures with South Africa and do 
ot have diplomatic relations—they 
need black African votes against North 
Korea in international organisations. 
direct trade, much of it done via 
st Asian re-exporters, is al- 





illion dollars a year. South 


l South Africa, but South Korea and Tai — 
n should stay stalwart. South Korea is 


mated to be worth several 


Korea buys South African minerals and 
sells electronics. It is interesting that the 
South African customs department has 
just stopped publishing information 
about trade with South Korea. 

Taiwan is one of South Africa’s most 
unabashed friends, with an embassy and 
two consulates in the land of apartheid. 
Last year South Africa imported a pid- 
dling $207m-worth of low-tech. goods 
from Taiwan and sold to it $149m-worth 
of coal, ores, chemicals, wood pulp, 
paper and farming products. Their trade, 
however, is sure to get a boost from 
sanctions, and a lot of South African 
businessmen already visit Taiwan to con- 
sider investing there. 

Hongkong is ambiguous, Foreign poli- 
cy is handled by Britain, but trade policy 
is not. The colony is served by South 
African Airways; about 20 Hongkong 
companies are on the United Nations’ 
blacklist, two big deposit-taking institu- 


tions. are owned by South African. fi- | 
nance companies, several of which have — 


been thinking of buying up other Hong- 


to ship oil to South Africa. | 

But the colony's real South African 
trade is through other countries, includ- 
ing (almost certainly) China, which has 
ret delegations of 
ssmen, Hongkong’s 
non- -gold imports n South Africa in 
1985 were worth $294m—mostly in coal, 
iron.and steel; One of Hongkong’s two 






electricity companies. ‘relies on South 


Africa for 20% of its coal supplies. 
Businessmen and government officials, 
however, say they are in the “early 


stage” of discussion about trade sanc- 


tions against South Africa. | 

Singapore ‘‘discourages” (ie, allows) 
exports to South Africa but bans im- 
ports. That conforms to the policy of the 
six members of the Association of South 
East Asian Nations (ASEAN), which in- 
cludes Thailand, Malaysia, Indonesia, 
the Philippines and Brunei as well as 


Likely to impose sanctions 
Exports to Non-gold imports from 





South Africa South Africa 

America 1,205 2,180 
Britain 1,300 T 1,262 
West Germany 1,690 1,085 
Japan 1,029 1.878 
France O 385 <00. 645 
Rest of EEC 924 2,833 
Australia TAs. Fe 109 
Canada 112 f 166. 
Tata! 6,758 16,158 
Likely to ignore sanctions 

South Korea na na 
Taiwan 207 149 
Hongkong 95 294 
israel 62 175 
Singapore 58 10 
Sri Lanka 13 25 
Chile 26 21 
Total 461 674 





Ail figures $m tor merchandise trade in 1985. Sources’ (MF: 
Economist estimates. imports cif. PRR fob. na Not available. 


Singapore. But e are leaks 


< and transport satellites. 
kong companies; and some of Hong- .— 


kong’s biggest shipping lines are thought = Laundry day 


l for about: half of val ede invest ig 


are any longer interested in lending to 







pore’s port is one of the busie 
world: oil, rubber, coffee and 






In short, East Asia minus Japan could 
and may well, help South Africa keep its 
trade routes open, not only to that part 
of the world but (through triangular 
deals) elsewhere as well. At least a fair 
amount of its non-gold trade could con- 
tinue, albeit more heavily “taxed”’ by all a 
the rake-offs that clandestine t rty 
traders will inevitably impose. 

Getting the goods out. a 
should be easy. A naval ; 
improbable, to put it mildi 
posed cutting of direct air h 
expensive and annoying fo 
nessmen. But countries suc 
Swaziland and Botswana, the # 
captive | ‘of South Africa's — 










































ary rele ne 


North Aa o a severith of itis” 
owed to five ban KS (Standard Chartered, : 
Barclays, Citib Manhattat 
and Morg Ena 





South Africa. ts 
Whatever international sanctions iti 
eventually decreed, few western bankers 


South Africa, and fewer western compa- 
nies want to invest. But white South - 
Africans hope that if high risk is offset by 
high interest and quick profits, they will > 
still find willing lenders abroad. | M 
Not much of that extra high-risk mons: ~ 
ey is likely to come from Asia, but South - 
Africa has already identified foul-weath- l 
er banking friends elsewhere. Again, 
Switzerland stands out, with West Ger- _ 
man bankers not far behind. When the _ 
South African Reserve Bank's governor, 
Mr Gerhard de Kock, declared a mora- 
torium on debt. repayment last year, he 
said it was unfair to his friends in Swit- 
zerland and West Germany to leave 
them with a growing chunk of South 
Africa’s debt while the other banker of. 
the world ratted. | 
South Africa is due to repay ; 
billion this year of debts excluded from 
last year’s payments freeze. It ‘does not 
have that much so is depending on Swiss 
and West German creditors to roll over _ 
many of these trade credits. South Afri- 
can bankers say, in private, that Swis 
bankers are much warmer to their ci 
try than most. The two group 
each other well: Swiss banks ha 
the biggest buyers of bonds 4 
South African utilities, = 






























INTERNATIONAL 


broadly what the West is thinking of too. 

For Israel, the first bonus would be a 
simple human one: Russia might give exit 
visas to more of the 400,000 or so Soviet 
Jews who, Israel says, have asked to 
emigrate. One result of Mr Gorbachev's 
new beaming-at-Israel smile is that Rus- 
sia has decided to let out the mother and 
brother of Mr Anatoly Shcharansky, the 
Jewish dissident who was allowed to go to 
Israel earlier this year. 

The second plus for Israel is more 
debatable. If Russia came above-board 
into the diplomatic game, it might prevail 
upon its chief Arab protégé, Syria, to 
drop its support for the “rejectionist” 


wing of the Palestine Liberation Organi- 
sation, which wants to do away with Israel 
altogether. That, in turn, could open the 
way for a comprehensive agreement be- 
tween Israel and its Arab neighbours. If 
such a settlement had Russian as well as 
American backing, its chances of sticking 
would be all the better. 

But that is speculation, and of a rather 
idealistic variety. There is little sign that 
Syria is prepared to be conciliatory to- 
wards Israel, even if it were to get back 
most of the Golan Heights, which Israel 
captured in 1967. And plenty of Israeli 
politicians, including the present foreign 
minister, Mr Yitzhak Shamir, who is due 


Behind the Tamils’ lines 


FROM OUR SPECIAL CORRESPONDENT 





Knees up for Mother Eelam 
In the Jaffna peninsula, the Tamil guer- 
rillas’ stronghold, not everybody is im- 
pressed by the latest effort to end Sri 
Lanka’s civil war. The government's of- 
fer to give provincial councils wide pow- 
ers is the first of its kind (see page 16), 
but many Tamils in Jaffna say they have 
heard peace talk before, and it is always 
followed by more fighting. In other parts 
of the island the army and the guerrillas 
are inflicting brutal reprisals on civilians 
on both sides. But in the 50-mile-long 
Jaffna peninsula, on the northern tip of 
the island, the guerrillas have got the 
soldiers bottled up, and themselves 
maintain order. 

According to the local guerrilla com- 
mander, the Jaffna peninsula contains 
1,500 guerrillas, three-quarters of them 
armed. The guerrilla group now running 
the show is the Liberation Tigers of 
Tamil Eelam. In May the Sri Lankan 
army tried to advance up the peninsula 
and was driven back; since then its 1,200 
men have seldom ventured out of their 
11 camps. The soldiers in the old Dutch 


20 





fort in Jaffna town shell the surrounding 
buildings most nights. They hit, among 
other targets, the bar of the Ashok hotel, 
where the journalists and diplomats, 
who are the only foreign visitors, stay. 
But Jaffna’s residents seem remarkably 
untroubled. 

The buses that used to make the run 
from Colombo, the capital, in eight 
hours now take 17. The road is potholed 
and sometimes mined; bridges have been 
destroyed. At each of 13 checkpoints 
passengers are ordered off, their luggage 
is searched, and the soldiers expect the 
driver to pay 100 or 200 rupees ($3.5 or 
$7). After the last army post, at a place 
called Elephant Pass on the narrow strip 
of land that links the peninsula to the 
mainland, a boy gets on the bus with a 
bowl of sandalwood paste for the passen- 
gers to mark their foreheads. The marks 
show they are Hindus, and therefore 
Tamils. 

Few truck drivers will make the run, 
sO many things are scarce and expensive 
in Jaffna. There is no cooking gas or 


* > 74" 


to become prime minister in October, do 
not particularly mind the current Arab- 
Israeli stalemate so long as it is sustained 
by Israeli superiority in arms. 

There will be other sources of Israeli 
Opposition to warmer relations with Rus- 
sia. Many Israelis are against a resump- 
tion of consular links unless it is firmly 
tied to a Soviet obligation to let out more 
Jews. And even tougher Israelis have a 
different worry. They point out that the 
Soviet Union forfeited a valuable listen- 
ing post and espionage centre when it 
withdrew its diplomats from Israel in 
1967, They would hate to see Russia get 
those things back. 


medicine. Fish, formerly a local main- 
Stay, iz hard to come by; last year, the 
government banned fishing off the coast, 
to make it harder for the guerrillas to 
bring arms across from India. 

The peninsula's normal population of 
850,000 has been swollen by more than 
100,000 Tamils from other areas. North 
of Vavuniya, which marks the beginning 
of the war zone, most houses are aban- 
doned and fields uncultivated. The rem- 
nants of Jaffna’s civilian administration 
still run its water, electricity and other 
services. But the official machinery of 
justice has collapsed, and the locals have 
set up committees to handle civil 
disputes. 

The Tigers deal with “criminal” cases, 
and their justice is rough. The banks, 
which got robbed too often, have given 
up, except for the Bank of Ceylon, and 
Jaffna is running out of banknotes; some 
people simply hand over their salary 
cheques to shopkeepers. The guerrillas 
tax cigarettes and liquor and raise levies 
from the more prosperous inhabitants, 
who are usually wise enough to pay up 
promptly. 

The Tigers, who are a little puritani- 
cal, have closed the illegal bars that 
opened up after the police force col- 
lapsed last year. The cinema cannot get 
films, but three pirate television stations 
have started up, and twice a week the 
Tigers put out their own programmes 
from a mobile transmitter with a 16-mile 
range. Street-corner blackboards pro- 
vide a news service, with war bulletins 
each evening. 

Until recently, the collapse of the 
area’s main industries—fishing and the 
export of professional people to the rest 
of Sri Lanka—helped the Tigers, be- 
cause unemployment brought them re- 
cruits. But now that they are in charge in 
Jaffna, they are trying to keep its inhab- 
itants busy. They have started smal 
factories, which make soap, jam, fruit 
juice and arrack, as well as mortars and 
grenades. Jaffna’s people are visibly 
scared of the Tigers, but dislike the army 
even more. They want peace; but until it 
comes they are grateful for the local calm 
the guerrillas have provided. 
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h Thes walls close | in 


On July 22nd Mexico at er last signed 
an agreement with the International 
à Monetary Fund. It is intended to keep the 
country solvent until 1988, the last year of 
President pain de la Madrid's six- year 









i ante banks. around the 
rican banks hold a quarter of 
Yet the IMF agreement, including 
$ for more loans from all Mexico’s 
“creditors, was negotiated almost bilater- 
ally with Washington. 
< At his meeting on August 13th with 
President Reagan (see page 25), Mr de la 
Madrid is expected to give thanks for 
what he has already received, and to ask 
The Mexicans want to be sure 
that American banks do their part. The 
world’s commercial banks are supposed 
to provide $2.5 billion in fresh private- 
sector loans now and another $3.5 billion 
before the end of 1987; what the Ameri- 
can banks do matters most. Mexico thinks 
the Americans backed the IMF deal be- 
cause they feared Mexico would other- 
wise have stopped its interest payments. 
The threat still stands. 

Mr de la Madrid now has a big job at 
home: he must try to convince his coun- 
trymen that he has not capitulated to 
foreign. creditors. In February he was 
ling. defiance. Mexico, he said, 
: idjust its debt servicing “in accor- 
dance with our ability to pay”. Four 
months later he fired his popular finance 
minister, Mr Jesus Silva Herzog, ostensi- 
ni for failing to bring this off. 

-But the new IMF formula guarantees 
that the debt will rise at a rate commensu- 
è with Mexico's ability to pay it back. 
are required to lend more if the 
ce of oil slips further; the poorer Mexi- 
co , gets, the more it will owe. Mr de la 
Madrid's predecessor, Mr José Lopez 
Portillo, borrowed to build vast oil plants 
and steel mills. All Mr de la Madrid will 
have to show is more debt. Objections are 
coming both from the Marxist left and 
from right-wing businessmen. 
<: Mexican officials say they won unusual 
concessions. They point out that the IMF 
for ance has accepted that a large budget 
deficit will be inevitable after the deal. Mr 
Carlos Salinas de Gortari, the budget and 
planning minister, had long insisted that 
: z could no longer be cut and 
reat victory. Mr Salinas, now 
eading economic policy-maker 
a Madrid’s closest confidant, 
> most formidable presiden- 









































al contender for 1988. 


achieves its desired 4% growth rate while 
staying in the IMF’s good graces and 
enjoying a steady flow of foreign loans, 
Mr Salinas will claim much credit. 

But finance ministry officials admit 
privately that the accord is still a fairly 
orthodox IMF prescription which, if faith- 
fully adhered to, will ensure a continuing 
decline in the average worker’s purchas- 
ing power. This has already fallen by a 
third since Mr de la Madrid signed his 
first IMF agreement three and a half years 
ago. The new one commits Mexico to 
closing state industries, thus adding to the 
14% of the workforce already unem- 
ployed—a modern Mexican record—and 
the 40% or so who are underemployed. 
The price of electricity, water, public 
transport and dozens of subsidised ser- 
vices is to rise immediately—and sharply. 

Not many governments anywhere 
would dare to enforce such policies as an 
election season was approaching, and Mr 


Shanghai 


FROM OUR CHINA CORRESPONDENT 


Since the Communists took power in 
China in 1949, not a single new main road 
has been built to serve Shanghai’s con- 
gested inner city. The sewage system is a 
relic of the 1930s and much of local 
industry a relic of the 1950s. Most of the 
money Shanghai has earned over the 
years by its factories and its exports has 
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The ugly daughter repents 


Shanghai’s claim to fame rests on more than the streams of humanit 
that throng the Bund and all but choke Nanjing Road, the city’s busies 
shopping street. Shanghai was once East Asia’s most cosmopolita 
city and its wealthiest, a financial and industrial power in its own right 
was also the birthplace of the Chinese Communist party. Now Shanghe 
is in the news again—because it is in a mess 





de la Madrid’s may be the wea 
can regime since the second world wa 
Businessmen are dismayed that inflation 
and the deficit will both be nearly as high 
this year as they were in 1982, the worst i 
the Lopez Portillo years. The PRI's un 
base is fed up with austerity. The inef 
tual left is becoming more hostile. Th 
is anger in the urban middle class whit 
the PRI prides itself on having created. 
The government was further tarnishe 
this week when it rigged municipal ele 
tions in Oaxaca to ensure the defeat of 
local Marxists. Ballot-stuffing and vote 
intimidation, used last month in tł 
northern state of Chihuahua against th 
right-of-centre National Ac a] 
were applied again to the left 
A surprisingly vigorous coalition of loc: 
priests, Marxists and small bus nessmen i is 
demanding that the Chihuahua elections 
be annulled. Ministers sounded 
and amazed when the author Octavio 
publicly supported the protest. 















































































gone to develop other parts of the coun 
try: each year it supplies a sixth of China’ 
state revenues. Now it wants to hel 
itself. =- 

Some of Shanghai’s problems ar not 
its own making. For years China’: 
munist party taught that peasant. 
munes in the countryside were the mot 


















































































tbe of the ean 
l revolution. 


n fault. Its. arrogance | is compared i in 
to is of “the emperor’ $ ugly 





à sititors”. | ” Now: with 13m people; 
ghai can no longer even claim to be 
1a’s biggest city (Chongqing, with 
m ee oai it has become an eco- 





the city’s exports have declined over 
the past five years (they fell 6.5% last 
, and foreign investment has fallen 
©. Shanghais economic growth this 
ar will probably run at only half of last 
rate of 11.4%—figures that may 
und bad, but are only half as good 
e performance of neighbours such as 
igsu province. 

ina’s prime minister, Mr Zhao 
ang, has taken personal responsibility 
‘or getting Shanghai back on its feet. In 
ate 1984 he had a showdown with local 

ficials, including the then mayor, Mr 
ang Daohan, over how best to go about 
‘and has visited Shanghai several times 
ince. The city lacks not only money. 
ince most of its industry is state-owned, 
t also lacks the supply networks and 
marketing skills that have been devel- 
ped in provinces where there are more 
enterprises run by private co-operatives. 
Since last year, Shanghai has been 
allowed to keep 23% of its revenues to 
ay for its own reconstruction. The cen- 
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interest loans anwuitting to $300m z a year. 
According to Mr Li Zhaoji, one of the 
city’s six deputy mayors, $900m has al- 
ready been committed to renewal pro- 
jects. Early this year Shanghai was given 
back the right to run its ports. 

Mayor Wang retired last year at the age 


of 70 to make way for a new team of 


technocrats, several of whom belong to 
the “Jiaotong mafia” of well-connected 
engineers and scientists from Shanghai’s 
Jiaotong University. Mr Wang is a Jiao- 
tong old boy himself. So is the new 
mayor, the 58-year-old Mr Jiang Zeming, 
who worked under Mr Wang when he 
served as China’s minister of machine- 
building in the 1960s. 

The first task for Mr Jiang and the 
newly appointed Communist party boss, 


Mr Rui Xingwen (himself a former minis- 


ter of urban and rural construction), has — 


been to bring in some new faces. More 
than 1,000 new and relatively youthful 
bureaucrats have been drafted into party 
and municipal jobs. Some 220,000 lower- 
ranking party members in Shanghai are 
having their performances reviewed. The 
Shanghai Communist party held its first 
congress for 15 years at the end of Febru- 
ary, a sign that the political clean-up is 
nearly over. 

Shanghai’s officials are turning their 
attention to economics. Last month they 
announced that Shanghai was shutting 
down 77 so-called industrial companies— 
in reality city bureaucracies that did noth- 
ing more than interfere with manufactur- 
ing enterprises. To revive foreign invest- 
ment the city has approved 31 
joint-venture property deals, and is build- 
ing up industrial parks such as the Chao 
He Jing chip-making area and the Min 
Hang industrial zone. And a city official 


recently boasted that by 1990 Shanghai ~ 


Sha 











as many as it “had in the 1950s befor 
city had become completely communist. 

These policies will not have much effect 
unless Shanghai can do something about 
its frozen-solid Jabour market. Nobody 
wants to lose his right to live in Shanghai 
and enjoy its shops, cinemas and restau- 
rants. But workers at the Baoshan steel 
works north of town spend up to three 
hours a day commuting to their jobs. — 

By next ge Shanghai will have a 
shortage of 60,000 workers, which will be 
made worse by ni difficulty of placing 
skilled people in the right jobs. As else- 
where in China, work units within enter- 
prises often prevent their best people 
from going elsewhere. Official Ani 
show that | 
workers recen 4 
more suitable jobs, jerr o th: 
them managed it. | | | 

These obstacles to labour mobilit do 
not bode well for Mr Zhao’s proposal to 
transform Shanghai into a ‘“‘multifunc- 
tional city”. Around 60% of Shanghai's 
workforce is still employed in industry, 
but Mr Li, the deputy mayor, says the city 
needs to increase the service sector's 
share of total output from 25% to 30% by 
1990 (a proportion still well below that of 
most western cities). 

There are other impediments to mobil- 
ity. The biggest is congestion. Although a 
rudimentary market in housing is begin- 
ning to develop, it is next to impossible in 
the inner city to find a place to live. Mr 
Rui’s blueprint for Shanghai up to the 
year 2000 includes plans to develop five 
transport and parkland corridors that 
would link the city centre to five new 
towns—-to which more than Im people 
would, with a bit of luck, be lured to live 
(see map). This seems over-ambitious, 
but it is China’s first serious. attempt at 
modern urban planning ~ its. al 
experiment in using bette “services. ‘and, 
other incentives to get people to move. 

There are plans for two rapid transit 
lines (which would form a cross through 
the city centre) and two new bridges and 
five tunnels to connect downtown Shang- 
hai with less congested areas across the 
Huangpu river. The cost of all this is 
impossible to estimate, and, whatever the 
cost, moving a million people out of the 
city centre will be a mammoth task. | 

Some help is at hand for Mr Rui. World 
Bank loans are helping: to pay for the 
design of a new sewage- ‘system, New 
Zealand. tunnelling methods are being 
studied, and sister-city San Francisco is 
providing. advice on rapid transit. But 
Shanghai will need a change of heart as 
well as assistance from outside if it is to 
disprove the old Chinese adage that “the 
ese are very ic clever, but never | 







































ELL HAVE THEM 


GIVING YOU MONEY 
IN NO TIME. 








Pounds, Guilders, Francs, Deutschmarks. 

Our four august leaders above are giving 
them away. 

But many companies who operate in the 
UK and Europe have yet to make full use of 
them. Or the many other European currencies 
that are on offer. 

In fact, millions go unclaimed every year. 

. At Ernst & Whinney we can help. The keys 
to our service are two computer data-bases. 

These contain details of every form of 
Government grant available in Europe, the 


EEC and the UK. 
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And, we are the only financial advisers 
with instant access. 

We can tell you which funds are available, 
what you're entitled to, and most import- 
antly, guide you through the application 
procedures. 

For more information contact Eric Anstee 
in London (Tel: 01-928 .4973) or Andrew 
Brown in Brussels (Tel: 010 322 648 76 66). 


EM Ernst & Whinney 


Accountants, Advisers, Consultants. 
Becket House, | Lambeth Palace Road, London SEL 7EU. Tel: 01-928 2000, 
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Strat=X congratulates the winning team 


The Competition allows management teams to learn about marketing strategy in 
an. internationa environment without leaving their offices, The next international 
competition will be held starting in January 1987 If you would like an entry form, senc 


__.. your business card mentioning the “International Markstrat Competition’ 


A., B.P 19,73 rue Victor Hugo. 77250 Veneux-les- 
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AMERICAN SURVEY 





suddenly, its Mexico 


The cherished, healing tradition, at least 
on the United States side, of fatuous 
amiability in the dialogue between Wash- 
ington and Mexico City has been rudely 
punctured in several places in the past few 
months. To restore it will no doubt be a 
first task of the two presidents, Mr Ron- 
ald Reagan and Mr Miguel de la Madrid, 
when they meet in Washington on August 
13th. They meet once a year, or nearly so; 
last year’s encounter was put off by the 
disastrous Mexican earthquake until Jan- 
uary this year, when it was held in Mexi- 
cali. President Reagan handles such 
meetings with warmth and grace, whether 
or not he has much interest in what is 
being talked about. The feeling is strong 
this time, on both sides, that the meeting 
has got to be a success; the relationship 
matters, and has to be got back on track. 
Part grievance, part generalised worry, 
the fall-out contaminating the air be- 
tween the two countries comes from dif- 
ferent quarters. With the slump in oil 
prices, Mexico’s economic difficulties 
grew earlier this year, to a point at which 
another emergency rescue was required. 
Depression in the Mexican economy al- 


ax . 
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WASHINGTON, DC 


ways swells the flood of illegal immigrants 
from Mexico into the United States. Once 
again Congress is attempting legislation 
to contain the flood. Whether it will 
succeed in passing a bill is as usual 
uncertain, but for the present it has no 
choice but to struggle to dispose unilater- 
ally of a matter that keenly affects its 
southern neighbour. Mexican attitudes 
on the issue are fluid and equivocal; the 
subject, however, is depressing for the 
Mexicans and uncomfortable for both 
governments. 

The spreading alarm about drug con- 
sumption in the United States is also bad 
for relations with Mexico, a huge produc- 
er of marijuana and heroin, and in addi- 
tion a probable entrepot for South Amer- 
ican cocaine on its way to the world’s 
most voracious market. It seems that 
when the police succeed in suppressing 
production, or severing a supply line, in 
one place, other fields and other channels 
are opened up. The fact that the traffic is 
as grave a danger to Mexico as to the 
United States does not make Mexico a 
less tempting scapegoat. 

Senator Jesse Helms of North Caroli- 





na, who is chairman of the Subcommittee 
on western hemisphere affairs of the 
Senate Foreign Relations Committee, 
provided an arena for using Mexico as 
scapegoat in three hearings on Mexican 
affairs which he held in May and June. 
Charges that corrupt Mexican officials 
either winked at the drug traffic, or were 
directly involved in it, were aired at two 
of the hearings. Those accused included 
the governors of three provinces, a cousin 
of President de la Madrid and the head of 
the police force that runs the Mexican 
anti-narcotics campaign. The charges 
were furiously denied. The Mexican gov- 
ernment demanded and got apologies, 
but suspicion and resentment remain. 

At a third hearing Senator Helms at- 
tacked the political credentials of the 
Mexican government. His purpose was to 
reproach his own government for provid- 
ing financial help to Mexico without in- 
sisting on political reforms there. He 
claimed to have remarkably exact infor- 
mation that President de la Madrid’s 
official vote count of 71.24% when he was 
elected in 1982 was fraudulent, and that 
he really won only 39.78%. Further, Mr 
Helms alleged, the ruling Institutional 
Revolutionary party (PRI) did not get 
71.10% of the popular vote in the parlia- 
mentary elections of 1985, as it claimed, 
but 48.02%. 

Stories about stuffed ballot boxes, 
faked registers, strong-arm police work at 
the polling places and other classics of 
electoral fraud are current coin to any- 
body who follows Mexican affairs. What 
is notable is that they should suddenly get 
attention in congressional hearings and in 
the American press, which gave unusual 
coverage to the manner in which last 
month’s local elections were conducted in 
the northern frontier province of Chihua- 
hua (see page 43). After all those years 
heads have started to shake and throats to 
be cleared in Washington about impropri- 
eties in Mexican politics. Electoral fraud 
has become news. 

Although the administration has not 
associated itself with Senator Helms’s 
attacks, Mr Elliott Abrams, the assistant 
secretary of state for inter-American af- 
fairs, did in May express some concern 
about what he called “the charges” of 
electoral fraud, which had, he said, “the 
potential to trigger a widespread loss of 
confidence in Mexico’s government”. 
Mexicans may wonder what is going on. 
Some Mexicans have, indeed, speculated 
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that the Reagan administration might be 
thinking of turning its back on the ruling 
party ahd putting its money on PAN, a 
party more compatible philosophically 
with Reagan Republicanism than is the 
PRI, with all its political baggage left over 
from the Méxican revolution. 

Quite possibly Senator Helms has some 
such idea in mind, but the people in the 
Reagan administration who know any- 
thing about Mexico have no time for it. 
The PRI is in charge in Mexico, and as far 
as the administration in Washington is 
concerned, the ruling party has to be lived 
with. 

It may still be wondered why the time- 
honoured methods to which the PRI turns 
to ensure electoral victory in time of need 
should be arousing such unaccustomed 
interest in the United States. A possible 
answer is simply that Mexican affairs are 
in vogue. The partial Mexican economic 
collapse since 1982, the renewed Mexican 
debt crisis of 1986, the swelling of the 
flood of illegal immigrants and the cur- 
rent wave of alarm about drug addiction 
and the drug trade all focus attention on 
Mexico. They may even be fostering a 
realisation that the way things are done in 
Mexico may affect the affairs of the 
United States. 

The management of elections is not a 
subject that Mr Reagan is likely to broach 
with Mr de la Madrid. The United States 
badly needs more Mexican co-operation 
along the frontier and in getting the drug 
traffic under control. Mexico needs 
American understanding of its desperate 
economic problems. After a bad patch, 
the two presidents may manage to start an 
improvement. 


Drugs 
Crackdown 





WASHINGTON, DC 


Washingtonians are by now all too famil- 
iar with the Len Bias story. The death of 
the University of Maryland basketball 
star in a suburb of the capital two months 
ago has been a constant feature of local 
news coverage since then. But the atten- 
tion has served a purpose. Had it not 
been for Mr Bias’s death, brought on by 
taking cocaine a day after signing a con- 
tract with the Boston Celtics, it is unlikely 
that President Reagan would have 
launched his national campaign against 
drug abuse. 

The campaign, after all, is fraught with 
risks. The president has put his name to 
an effort to change the habits of the 3m- 
5m Americans who, White House offi- 
cials believe, take cocaine regularly, and 
the 15m-18m who may take marijuana in 
one form or another, to say nothing of 
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The Reagans become demand-siders 
perhaps 500,000 heroin addicts. But the 
blitz of publicity surrounding the death of 
Mr Bias, supplemented by continuing 
horror stories about crack, the pure but 
deadly and cheap form of cocaine, made 
some White House action inevitable. 
Without it, plenty of Democratic con- 
gressmen, Mr Tip O'Neill to the fore, 
would have made drug abuse their own 
issue. Little is now heard of the once 
fashionable, and even, it was thought, 
influential, libertarian line that what peo- 
ple put into their bodies is their own 
business. 

The new programme will concentrate 
on the “demand” side of drug abuse. A 
policy of restricting supply has only limit- 
ed potential, even with the co-operation 
of Latin American or other foreign gov- 
ernments. Although seizures of cocaine 
are running at record levels, with 14.2 
tons impounded in the first six months of 
this year, the price of the drug has halved 
in four years. So the president’s pro- 
gramme will aim to make the use of drugs 
expensive, by encouraging drug testing 
(which will be mandatory for some feder- 
al employees in certain jobs) and by 
trying to get the entertainment industry to 
stop portraying drug use as chic. 

The programme will attract criticism 
from two quarters. Some will say that the 
urinalysis test usually used to detect the 
use of drugs is unreliable and in any event 
an invasion of privacy. Others will argue 
that more federal money should be spent 
on detoxification clinics and education, 
though under any conceivable American 
programme designed to combat the use of 
drugs these are bound to be mainly state 
and local responsibilities. Yet the pro- 
gramme at least allows Mr Reagan to do 
what he is good at—creating a national 
mood in favour of such and such an 
outcome—and there is little doubt that it 
has been launched with the president’s 
usual good sense of timing. 

For many people now think that the 
fashion for cocaine has passed its zenith. 





Young professionals are discovering that 
it is not so much the champagne of drugs 
as yet another method of ruining their 
health while lining sleazy pockets. A 
Gallup poll for Newsweek suggests that a 
majority of Americans are in favour of 
drug testing for many occupations and, in 
a striking change of public opinion, found 
that 67% think that possession of even 
small amounts of marijuana should be a 
criminal offence, compared with 50% in 
1985 and 43% in 1980. The president has 
put his shoulder to a heavy stone, but 
public opinion is with him. 


William Rehnquist 


small bones, slim 
pickings 


In his 15 years on the Supreme Court, 
Justice William Rehnquist has been more 
used to asking questions than to answer- 
ing them. Since July 29th, however, Presi- 
dent Reagan’s nominee as the next chief 
justice of the United States has been 
responding, often laconically, to ques- 
tions put to him, often indignantly, by 
members of the Senate's Judiciary Com- 
mittee. The nominations of both Mr 
Rehnquist and of his successor on the 
court, Judge Antonin Scalia, must be 
confirmed by the Senate; the Judiciary 
Committee expects to vote on them both 
on August 14th. 

No skeletons have been brought forth, 
but members of the committee have made 
the most of some small bones. The small- 
est of these has been the discovery of 
deeds to houses owned by Mr Rehnquist 
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Goliath strikes back 


No law dictates that you may not take on 
the mighty National Football League, 
but the figures suggest that you may be 
foolish to try. A jury in Manhattan has 
decided that the NFL does indeed mono- 
polise professional football in America, 
but that its principal victim, the tiny and 
young United States Football League, 
ought to have realised that in the first 
place. The USFL was hoping for damages 
of $300m-500m, to be tripled under anti- 
trust law to more than $1 billion. The 
jury concluded it had been damaged to 
the tune of $1, which, when tripled, buys 
only a Coke and a hot dog. 

The USFL has played three seasons in 
the spring, when most Americans do not 
watch football, and mostly in certain 
southern cities where the football tradi- 
tion is weaker. It seemed destined to 
follow the other upstart leagues of histo- 
ry, either in dying or in being swallowed 
by the NFL, unless it started playing in the 
autumn and was assured of network 
coverage. The networks, however, did 
not want to make room for it in their 
autumn schedules. 

The USFL thought it smelt monopoly, 


forbidding him to sell, in the case of his 
house in Phoenix, to “any person not of 
the white or Caucasian race” and, in the 
case of his house in Vermont, to “any 
member of the Hebrew race”. Such cove- 
nants, which usually date back decades, 
are still fairly common in America. Mr 
Rehnquist has said that he did not know 
of their existence in his deeds, has point- 
ed out that they are unenforceable and 
said he finds them obnoxious. 

All of which would have been enough to 
Satisfy most people, had it not then been 
revealed that his lawyer had drawn to his 
attention the “anti-Hebrew” restriction in 
1974. The lapse may be explained by 
forgetfulness, but has reopened the ques- 
tion of Mr Rehnquist's readiness to tell all. 
This is the damaging part of another 
charge, that he challenged the credentials 
of black and Hispanic voters at polling 
places in Phoenix in the early 1960s. Such 
challenges would not have been illegal, 
unless they amounted to harassment or 
intimidation; in any event, Mr Rehnquist 
denies having made them, But four wit- 
nesses, one a former federal prosecutor, 
have contradicted him. 

Another bone of contention is a memo- 
randum about school desegregation (in 
praise of separate-but-equal schooling) 
that he wrote even longer ago, when he 
was a young Supreme Court clerk to 
Justice Robert Jackson in the early 1950s. 
He says the paper reflected Jackson's 
views, not his own. But the memo itself, 
as well as Mr Rehnquist’s consistent op- 
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and it did, The NFL is widely assumed to 
have a “natural”, benign monopoly of 
professional football; it is not, however, 
exempt from the antitrust laws, as major 
league baseball is, and it can technically 
be sued for abusing its monopoly power. 
What is exempt from the antitrust laws, 
under the 1961 Sports Broadcasting Act, 
is an NFL contract with any television 
network; and the NFL happens to have a 
contract with every network there is. 
The USFL has decided to suspend play 
this autumn, but, having won a moral 
victory of sorts, and having the chance of 
a better award on appeal, has decided to 
ask a federal judge next month to allow a 
new trial on the issue of damages alone; 
several jurors have told reporters that 
they misunderstood the judge’s instruc- 
tions about awarding damages. (The 
USFL may be regretting that it demanded 
a jury which contained no football fans; 
this meant that, of the six jurors who 
returned the verdict, five were women. ) 
The league will also ask for an injunction 
to force the NFL to drop at least one of its 
contracts with the three major television 
networks so that USFL games can be 


position to most interpretations of the 
civil rights laws by the courts, make his 
critics suspicious. 

So suspicious are they, indeed, that 
they have been agitating to get hold of 
papers written by Mr Rehnquist when he 
was head of the Justice Department's 
Office of Legal Counsel for three years 
during the Nixon administration. Presi- 
dent Reagan at first gave the Judiciary 
Committee some of them, but, claiming 
executive privilege, refused to hand over 
others, though Mr Rehnquist said he had 
no objection. When ten committee mem- 
bers, including two Republicans, said 
they would seek a subpoena to get them, 
a compromise was reached. 

The Democrats’ main interest is in Mr 
Rehnquist's role in a case involving the 
surveillance of demonstrators opposed to 
the Vietnam war. In 1972, soon after his 
appointment to the Supreme Court, he 
cast the deciding vote in Laird v Tatum, 
having taken a view on the case before a 
Senate committee a year earlier while still 
at the Justice Department. Some believe 
that, once on the court, he should have 
disqualified himself, and that the papers 
may show his involvement. 

They may also show his lack of it. For, 
other than a possible lack of candour, the 
Senate hearings have not revealed any- 
thing much about Mr Rehnquist that was 
not known before. His reputation has 
been unchanged for years: he has a first- 
class legal mind (and a bad back), is liked 
by his colleagues, is fiercely out of sympa- 


‘ ‘ re c La es E) 
wa! 4 : 1 pi) 
n ip» a? y we os “ai a Jer a 


+ OF 
“vee 


Big guys finish first 


shown. If both ploys fail, it will turn to a 
higher court. 

The cost of not playing this season 
may be large to the owners, but they are 
rich men, The real sufferers are likely to 
be the players, who have not played 
football since last summer and will not 
now play for the USFL again for at least a 
year, if then. Football is a sport in which 
the average player's career lasts only 
four years. 


thy with liberals on most legal issues and 
has a history of activism as a conservative 
Republican in Arizona. None of these 
qualities disqualifies him from becoming 
America’s 16th chief justice. 


Michigan’s Republicans 


One start, one finish 


LANSING, MICHIGAN 


Maybe it is a bit safer, say Republicans 
who worry about the political activities of 
the religious right, when a guerrilla army 
fights openly, above ground. In Michi- 
gan, where an obscure political campaign 
reached its even obscurer conclusion on 
August Sth, the Rev Pat Robertson's 
evangelical insurgents have been fighting 
an intense little battle under the search- 
lights. The results, as exposed by exit 
polls, are reassuring to Republicans. 

In the first, and far too early, test for 
choosing the next Republican candidate 
for president, Michigan picked the sever- 
al thousand precinct delegates who will 
eventually have a say in picking Michi- 
gan’s 77 delegates to the 1988 national 
Republican convention. Since the pre- 
cinct delegates are officially uncommit- 
ted, the three presidential hopefuls cam- 
paigning in Michigan—Vice-President 
George Bush, Congressman Jack Kemp 
and the Rev Pat Robertson—compete in 
claiming them for their own. Yet back in 
May, when the delegate-candidates were 
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registered, Mr Robertson startled the 
others by appearing to have about as 
many s&pporters as Mr Bush, with Mr 
Kemp a distant third. It was at that stage 
that some uneasy Republicans began to 
speak of wave upon wave of Christian 
fundamentaksts storming the barricades. 

The Bush team, which had thought that 
it was fightin’ off a Kemp challenge, 
switched opponents and engaged in an 
expensive conventional campaign against 
its unknown unconventional challengers. 
Early, and disputed, returns this week 
suggest that Mr Bush did well. Mr Rob- 
ertson put a lot of effort into Michigan, 
but exit polls show him trailing, beside Mr 
Kemp, far behind Mr Bush. 

Mr Robertson’s would-be delegates, 
who sprang out of the ground fully armed 
in May, conveyed an unthreatening im- 
pression of earnest amateurishness, 
bursting with their new-found enthusiasm 
for politics. In fact, the Robertson opera- 
tion was professional and expensive. The 
organisers, who have been quietly bea- 
vering away for more than a year, had at 
their disposal the large tax-exempt funds 
of the Freedom Council, considerable 
television sophistication and an extensive 
network of contacts through the 
churches. 

The tax-free money could be used to 
recruit evangelical candidates but not to 
help them be elected. So the campaign 
itself was penny-pinching and old-fash- 
ioned. The candidates, armed with little 
more than their dedication and a bro- 
chure explaining what a precinct delegate 
is, did most of the work themselves, 
knocking on doors to ask for votes and to 
pass on the concerns that had driven them 
out to canvass in the streets. 

They summarise these concerns with 
the code-phrase “traditional family val- 
ues”: they want more discipline at school, 
less divorce, no abortion. They concen- 
trate on local matters—the teaching in the 
schools, the prevalence of pornography, 
state-financed abortions—that they feel 
they can do something about. The main 
way in which they are different from their 
various predecessors, such as the Moral 
Majority, is not that their opinions are 
more extreme but that their strategy has 
evolved. The Moral Majority tried to 
influence social attitudes from the out- 
side; the new religious right believes that 
it must operate from the inside. 

Christians, says Mrs Marlene Elwell, 
who runs the Freedom Council campaign 
in Michigan, have tended to stay home, 
thinking politics a dirty game. She wants 
them to take part in politics. Even as 
precinct delegates, evangelical politicians 
can begin to bring about some changes. 
For instance, at the state conventions 
coming up later this month, they may be 
able to prevent people whose views they 
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do not like from getting their names on 
the ballot for school boards, even for the 
state supreme court. 

This is not at all the same as committing 
themselves, somewhere far down the 
line, to supporting Mr Robertson as the 
Republicans’ presidential nominee. Mrs 
Elwell herself plays down that side of the 
operation; the Freedom Council cam- 
paign, she suggests, is fighting on behalf 
of a vision, a swathe of principles, and is 
therefore quite different from the Bush or 
Kemp campaigns. While most of the 
delegates recruited by the Freedom 
Council probably support Mr Robert- 
son’s aspirations, many are still uncom- 
mitted; a few have been complaining that 
they feel themselves to have been used. 

This ambivalence encourages main- 
stream Republicans to put a fairly cheer- 
ful face on the new developments. The 
registration of evangelical voters (many 
of them former Democrats) is welcomed, 
although old-timers question the loyalty 
of the new recruits should they fail to get 
their way on the social agenda. The 
religious mght’s involvement in active 
politics is stoutly applauded as an addi- 


Colorado 





tion to the party’s diversity. It is a diversi- 
ty that some of the campaigners in Michi- 
gan’s primary could have done without. 
Some mainstream Republicans present 
the Christian onslaught as a modified 
western version of Islamic fundamental- 
ism. Dark tales are told of creeping 
annexation: a takeover in Iowa, a near- 
miss in Texas. 

Sinister forces, dark tales; most people 
in Michigan are unaware of anything of 
the sort. Local attention focused on the 
primary election for the governorship, 
where Mr William Lucas beat off a chal- 
lenge from a rich businessman and now 
has a chance of becoming the country’s 
first black governor since Reconstruction. 
Republican voters in the fourth district 
showed their distaste for extremism by 
rejecting their incumbent congressman, 
Mr Mark Siljander, in favour of his mod- 
erate challenger, Mr Fred Upton; the 
district is strongly Republican and Mr 
Upton is not expected to have trouble 
carrying it in November. Mr Siljander, a 
Christian fundamentalist, had called on 
local ministers to “break the back of 
Satan” by helping him to win the election. 





Hartless but not Wirthless? 


The Republican party has mile-high 
hopes in Colorado this year. The two 
main offices up for election are both 
open. Mr Richard Lamm, the Democrat 
who has held the governorship since 1975, 









DENVER 


has wearied of the job, though not of 
issuing gloomy prognostications about 
the future of America. And Mr Gary 
Hart is giving up the Senate to devote 
himself to a run at the presidency— 
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Behind the slogans, a real difference in ideology 
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wisely, say those who believe that his 
chances of carrying his home state are 
stronger as a candidate for the White 
House than for the Senate. To fight in his 
place, Colorado’s Democrats have select- 
ed Mr Timothy Wirth, the congressman 
from Boulder, giving rise to jokes about 
next year seeing a Hartless Senate and a 
Wirthless House of Representatives. 

The prospect of taking the governor- 
ship, a crucial Senate seat and Mr Wirth’s 
House seat brought forward a host of 
Republicans eager to win their party’s 
nomination in the primary elections on 
August 12th. But in Colorado candidates 
have to receive at least 20% of the votes 
cast at the party’s state convention if they 
are to have their names put on the 
primary ballot. And, at a boisterous affair 
in June, with all the razzmatazz normally 
reserved for national get-togethers, the 
3,600 Republican delegates eliminated all 
but one of three aspirants for the Senate; 
the nominee is therefore Mr Ken Kramer, 
the congressman from Colorado Springs. 

This has saved the Republicans from a 
divisive Senate primary, a prospect that 
seemed quite likely early in the summer. 
Suspicions had been running high before 
the convention that the party hierarchy 
was partial in the contest: one of the 
candidates, Mr Terry Considine, is the 
son-in-law of the state party chairman, 
Mr Bo Callaway, and had been vigorously 
endorsed by Colorado’s Republican sena- 
tor, Mr William Armstrong. Despite 
spending more than $500,000, perhaps 
more than $750,000, he came third in the 
voting. The other candidate, Mrs Martha 
Ezzard, adopted positions notably to the 
left of the others, though not notably to 
the left in absolute terms. Some of her 
supporters may yet vote for Mr Wirth in 
November, but, by making the nomina- 
tion so early, the scope for bitterness has 
been reduced. Instead, the party has been 
able to devote itself, and its resources, to 
fighting Mr Wirth two months earlier 
than it had expected. 

Mr Kramer has proved himself a formi- 
dable vote-winner, outpolling both Presi- 
dent Reagan and Senator Armstrong in 
his district. In the state legislature, he was 
a member of a group known as “the 
crazies’, which included Mr Reagan’s 
controversial administrator of the Envi- 
ronmental Protection Agency, Mrs Anne 
Gorsuch (now Burford). In congress, his 
main distinction is to have been the first 
advotate of Star Wars, preceding even 
President Reagan in his enthusiasm. The 
president will come to Colorado to aid 
him early next month, boosting both Mr 
Kramer’s coffers (he has raised much less 
than Mr Wirth) and the basis of his main 
claim for support—the need to keep the 
Senate in Republican hands. 

Although Mr Kramer has been soften- 
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ing his image—learning Spanish and talk- 
ing about cleaning up the hideously pol- 
luted Rocky Mountain Arsenal in half the 
time officials had said possible—he was 
the most conservative of the three Repub- 
lican candidates for the Senate, which was 
clearly the main reason the delegates at 
the state convention chose him. His selec- 
tion was in contrast to the choice by 
California’s Republicans four days earlier 
of the least conservative candidate to try 
to capture Mr Alan Cranston’s Senate 
seat. The voters in California’s Republi- 
can primary plainly rejected the many 
right-wingers on offer; Colorado’s activ- 
ists equally plainly rejected the moderate, 
Mrs Ezzard, though she would have been 
a formidable opponent for Mr Wirth. As 
it is, Colorado’s voters will be offered 
distinct ideological alternatives—one rea- 
son the race is already being likened to 
the Senate contest in North Carolina in 
1984 between Mr Jesse Helms and Mr 
James Hunt. 

The Republican nominee for the gover- 
norship, who will be chosen in the prima- 
ry on Tuesday, will be one of the three 
candidates who polled over the critical 
20% at the state convention in June, the 
foremost among them Mr Bob Kirscht, a 
member of the state legislature and a 
former Democrat; the: others are Mr 
Steve Schuck, a land developer, and Mr 
Ted Strickland, the president of the state 
Senate. The campaign has been dominat- 
ed by charges about Mr Schuck’s use of 
money, both his own and a $100,000 loan 
from another developer. Whoever wins— 
and no pundits are confident in their 
predictions—will meet Mr Roy Romer, 
the state treasurer, in November; having 
invested the state’s money skilfully, and 
with a background as a successful busi- 
nessman, he is considered a strong 
candidate, 

Little of the excitement of the activists 
appears to extend to the voters. Having 
for years been preoccupied with the issues 
of rapid growth—400,000 people came to 
Colorado between 1970 and 1980 and 
Denver's population has doubled in the 
past 20 years—the state is now worried by 
the lack of it. Oil has fired much of 
Colorado’s expansion, but Denver alone 
has lost nearly 10,000 oil-industry jobs in 
the past four years; 20,000 houses are on 
the market there and the office vacancy 
rate is 26%, the sixth highest in the 
country. 

To be sure, environmental matters, the 
building of a new airport and the provi- 
sion of better roads—all issues of 
growth—-still vie with education and jobs 
among the concerns of Coloradans. But 
none of these can be laid persuasively at 
the door of the state’s Democrats, partic- 
ularly since they do not control the legis- 
lature. The Republicans have tried to 
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blame Mr Wirth for the troubles of the 
telephone service: he was the author of a 
bill in Congress to regulate the break-up 
of AT&T, though it came to nothing. 
However, polls suggest that not even 
Republican voters are inclined to hold Mr 
Wirth responsible for any blips in their 
telephone calls. At pregent, although 
lively contests are being fought in the two 
congressional seats being abandoned by 
Mr Kramer and Mr Wirth, the statewide 
campaigns have yet to rise above issues of 
personality. 


Steel 
Spoiling for a fight 


On August Ist the steel-making opera- 
tions of USX, the new name of the United 
States Steel Corporation, were shut down 
by what the company claimed was a 
strike—its first since 1959—and what the 
United Steelworkers union insisted was a 
lockout, because it had offered to extend 
the existing contract. USX refused. The 
difference matters; workers who are 
locked out can claim unemployment in- 
surance, which would give them a more 
adequate income than the union can 
afford if the strike is a long one, as many 
are predicting. 

The steelworkers’ union has come to 
agreements with most of USx’s large com- 
petitors, but the concessions it offered to 
USX were minimal: a wage freeze when 
the company was demanding cuts in 
wages comparable to those given to LTV, 
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Inland, National and Bethlehem. More- 
over, LTV, now in bankruptcy, may be 
granted’ further cuts in wage levels. At 
$24-25 an hour, steel wages and benefits 
are much higher—at least 50% higher by 
most calculations—than the $14-an-hour 
average wage in manufacturing as a 
= Whole. usx is demanding a contract that 
=at least makes it competitive with other 
= domestic producers. 
Yet USX is a hard bargainer. It wants 
= more freedom from restrictive work rules 
i and insists on its right to contract work 
- Out to non-union labour, as well as a $3- 
~ ___ an-hour cut in labour costs. Unlike other 
steel companies, it has refused to open its 
___ books to the union. 

Moreover, its diversification into other 
fields raises union suspicions that it may 
be on the way to abandoning steel alto- 
= gether or at least concentrating its invest- 
_—s ment in steel into a few of its most 
= œfficient plants (many are far out-of- 
~ date). With jobs at usx dropping to 
22,000 (nearly as many men are laid off) 
from 98,000 in 1980, many workers think 
that there is little point in trying to meet 
the company’s terms. Even its last-minute 
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The economy 


Who would be an economic forecaster? 
Indicators of the strength of the economy 
remain so confused that those paid to 
make sense of them could be forgiven if 
they headed for the beach hoping that 
things will sort themselves out come Sep- 
tember. By then, the shape of tax reform, 
at least, should be clear. For now, the 
members of the conference committee of 
the House of Representatives and the 
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offer of profit-sharing on steel operations 
looked less handsome when set beside its 
estimate that over the past five years it 
had lost more than $2 billion on its iron 
and steel operations, and that these 
would have gone bankrupt without infu- 
sions of money from the oil companies it 
has bought. In the second quarter of 1986 
USX’s steel operations lost $42m. The 
reorganisation of the company into four 
units, two in the energy field, one in 
diversified enterprises and the fourth for 
steel, suggests that the company may be 
preparing to abandon steel altogether. 

The prospects for steel do indeed look 
gloomy. Imported steel accounts for 25% 
of the steel America uses and that total is 
shrinking as aluminium, plastics and oth- 
er light synthetics bite into the market. 
Even the domestic mini-mills, with their 
non-union labour and efficient small 
plants, are feeling the chill. Chase Econo- 
metrics predicts that by the 1990s domes- 
tic steel production will have fallen to 
under 100m tonnes, from over 120m 
tonnes in 1984, and that of the eight to ten 
large steel-making companies only five or 
six will survive. 





Waiting for tax reform 


WASHINGTON, DC 


Senate continue to differ over the amount 
by which they should hit corporate tax- 
payers in order to raise the money lost by 
reducing personal rates. While the con- 
ferees squabble, say the analysts, busi- 
nesses are holding back on investment, 
especially in construction, which has been 
one of the few consistently bright parts of 
the economy this year. 

Not all is gloom. Though many politi- 





‘part-time employment 





cians remain obsessed with the trade 
figures, which are now projected to show 
a net deficit of $170 billion in 1986, 
analysts say that their clients are report- 
ing ©..port sales which have not yet found 
their way into the figures. Paper and 
timber sales to Europe, for example, are 
on the rise, and Shearson Lehman Broth- 
ers has gone so far as to claim that the 
trade deficit has probably reached its 
nadir. Wharton Econometrics is similarly 
cheerful. Its latest report claims that, if 
the surge in oil imports earlier this year, 
and the decline in domestic oil invest- 
ment, were both removed from the GNP 
figures in the second quarter, real growth 
would have been a respectable 3.3% 
instead of the 1.1% reported by the 
Commerce Department. 

Similar good news—not spectacular 
but good—can be found in the employ- 
ment figures. The civilian unemployment 
rate dropped from 7.1% in June to 6.9% 
in July. The shake-out of labour in the oil 
and gas industry seems to have stopped; 
payrolls there declined by only 4,000 in 
July, compared with an average drop of 
more than 23,000 in the three previous 
months. And the service sector continues 
to race ahead; 363,000 more service jobs 
were recorded in July than in June, with 
continuing strong growth in finance, in- 
surance, and eating and drinking 
establishments. 

Moreover, America’s transition to a 
service economy—services now account 
for over 75% of employment—does not 
seem to have been associated, as it has 
been in Britain, with a move to part-time 
jobs. The proportion of the workforce in 
has dropped 
slightly since 1981 and is significantly 
lower than it was at the height of the 
recession in 1982. And of part-time work- 
ers, the proportion who hold such jobs 
not because part-time work suits them but 
because their employers cannot take 
them on full-time has declined steadily 
since then (see chart). America has not 
lost its knack of creating valuable jobs for 
its people. 
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“Since then our visits have been 
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Speak up, comrades, so long 
as you agree with me 


For all his power and influence as leader 
of the Soviet Union, Mr Mikhail Gorba- 
chev admits he is missing something in 
life. The missing quality is criticism. “We 
do not have any opposition parties, com- 
rades,” he told an audience of Commu- 
nist party activists in Khabarovsk on his 
recent tour of the Soviet Far East. Mr 
Gorbachev was not lamenting the mo- 
nopoly of power enjoyed by the party he 
leads. But he does want new ideas, by 
means of which that party can get Russia 
moving again. 

As he tours the country to explain the 
need for a shake-up in the way the 
economy works, Mr Gorbachev has rea- 
lised there is little, aside from his own 
exhortations, to keep local party bigwigs 
and managers on their reforming toes 
once his cavalcade. has moved on. He 
talks of putting new life into local coun- 
cils, and of encouraging his party col- 
leagues in the art of self-criticism. Admit- 
ting mistakes and criticising those who 
make them is also the purpose of Mr 
Gorbachev's call for more “openness” in 
the Soviet press. But is it enough? 

Mr Gorbachev claims that his plans for 
economic change amount to a “revolu- 
tion”. This sounds like heresy to some 
party stalwarts. These people have also 
been brought up on the rule that decisions 
are made at the top of the party, and 
obeyed. In the past, the line between 
acceptable criticism and unacceptable dis- 
sent has always been fairly clear. Mr 
Gorbachev now seems prepared to blur 
that line, by encouraging party people to 
speak a bit more of their mind. But how 
far will his tolerance go? He has said in 
the past that officials who do not support 
the sort of change he has in mind had 
better move out of the way. And, on the 
evidence so far, he will stop well short of 
giving critics outside the party their say. 

In the past, Soviet citizens who have 
found themselves outside the narrow cir- 
cle of acceptable critics of party policy 
have fallen into two categories: people 
who attack the Soviet Union’s record on 
specific policies, such as human rights and 
religious freedom; and political dissidents 
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who In one way or another want to reform 
the one-party system to make it more 
democratic. The first group is by far the 
larger and more vociferous. The com- 
plainers-about-specifics also attract most 
attention abroad. Mr Gorbachev gives no 
sign that he is prepared to listen to them. 

On July 3ist, the 11th anniversary of 
the Helsinki agreement (which was about 
human rights, among other things, but 
was ignored by Russia), it was announced 
that a commission is to be set up to inform 
Soviet citizens of their rights. Most mem- 
bers of the unofficial groups that tried in 
the 1970s to monitor Soviet compliance 
with the Helsinki agreement were jailed, 
or dumped abroad. The new commission 
may be little more than a fig-leaf to 
disguise the Soviet Union's continued 
failure to keep its Helsinki promises. In 
case anybody doubted Mr Gorbachev's 
toughness, on August 3rd a member of 
the Group for Trust, a dissident group 
which calls for disarmament and more 
East-West contacts, was arrested (along 
with two Americans) for trying to protest 


Let me hear your complaints, says Gorbachev 


against nuclear energy. 

Nor is Mr Gorbachev likely to relax the 
pressure on religious dissidents, especial- 
ly Jewish “refuseniks” who have applied 
for exit visas to go to Israel and been 
turned down. The number of Jews al- 
lowed out has slowed to a trickle: down 
from over 50,000 in 1979, the best year, to 
an average of about 1,000 for the past 
three years (and only 31 last month). The 
release in February of Mr Anatoly 
Shcharansky, and the apparent offer to 
let his mother and brother out soon (see 
page 18), appear to be an isolated ges- 
ture, designed to take the sting out of 
criticism from the West. 

Of the 10,000-20,000 political prisoners 
in the Soviet Union, and the 1,000 or so 
others believed to be stuck in “psychiatric 
hospitals” for insisting on their right to 
speak out, most also fall into the category 
of people with specific complaints against 
life in Russia. Curiously, it is the other 
lot—those who want to change the whole 
system—who offer Mr Gorbachev his 
best chance of blurring the line between 
acceptable and unacceptable criticism. 
Provided, that is, he means what he says 
about encouraging criticism in the name 
of reform. 

A manifesto leaked to the West last 
month, said to be from a hitherto un- 
known group calling itself the Movement 
for Socialist Renewal, advocated many of 
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the economic reforms that Mr Gorbachev 
himself seems to want. It went on, 
though,’ to call for “different political 
organisations” to be set up which, while 
loyal to socialism, would be allowed to 
put forward competing political pro- 
grammes. If the document is genuine 
(and it may not be), it would reflect ideas 
known to be tirculating among junior 
members of Soviet research institutes, 
who feel frustrated about the slow pace of 
change. 

The ideas in the manifesto are similar 
to those put forward from time to time 
since the early 1970s by “loyal” dissi- 
dents, such as Mr Roy Medvedev. A 
historian by profession, Mr Medvedev is a 
believer in Marxism, but would like to see 
it made democratic (if that is possible). 
He is a firm advocate of economic re- 
form. Sympathetic to what Mr Gorba- 
chev is trying to do, he seems to have 
enjoyed some freedom in recent months 
to give interviews to western newspapers. 

Mr Medvedev’s hopes of economic and 
social reform are not too far from the 
views put forward by Mr Abel Agenbe- 
gyan, one of Mr Gorbachev's closest 
economic advisers, and Mrs Tatyana Zas- 
lavskaya, a sociologist from Novosibirsk. 
Mrs Zaslavskaya argues that simply tin- 
kering with the present economic ma- 
chine will not work, because the central- 
planning system has frozen managers and 
workers into a state of mind in which they 
are incapable of trying new ideas and 
taking their own decisions. The system 
produces people who cannot do the initia- 
tive-taking Mr Gorbachev talks about. 
Mrs Zaslavskaya’s analysis is too radical 
for some of Mr Gorbachev's colleagues in 
the Politburo. 

The same goes for attempts to talk 
about even the tiniest political reform. 
The privileges enjoyed by top party peo- 
ple were criticised, briefly, in the Soviet 
press before the Communist party con- 
gress in February. It was suggested that 
their term of office should be limited. But 
no such idea was incorporated into the 
new party rules and the issue was appar- 
ently deemed too sensitive for further 
public discussion. But judging by a speech 
by the Moscow party boss, Mr Boris 
Yeltsin, which reached Le Monde last 
month, the debate goes on behind closed 
party doors. Talking to an audience of 
party propagandists in Moscow in April, 
Mr Yeltsin had to answer hostile ques- 
tions about his attempts to clean up 
corruption in the Moscow party. 

Mr Yeltsin got himself called nash 
dissident (“our dissident”) for his outspo- 
ken attack at the congress on laziness and 
corruption in the party. Mr Gorbachev 
may be using Mr Yeltsin to carry the 
banner of party reform, and parry the 
lances of conservative apparatchiks. 


34 


Whoever wins the reform debate, the 
party looks like remaining divided. Mr 
Gorbachev's biggest headache may not 
be the dissidents outside the party, but 
the growing number of unlike-minded 
grumblers inside it. 


France 


France’s nine old 
men grow up 


FROM OUR PARIS CORRESPONDENT 





“In France, the people are the Supreme 
Court.” De Gaulle’s reputed judgment 
on the feebleness of the Conseil Constitu- 
tionnel was widely shared in the early 
years of the Fifth Republic. Today, 
France's constitutional watchdog is show- 
ing its bite. It has just killed part of a new 





Finger-wagging Badinter 


newspaper law, on the ground that it 
failed to guarantee press independence. 
And it has expressed reservations about 
the conservative government’s privatisa- 
tion plans. No wonder Mr Jacques 
Chirac, the prime minister, grumbles 
about “‘government by judges”. 

How powerful, really, are France’s 
nine grave men of law? No government in 
Western Europe enjoys more untram- 
melled executive power than France's. 
Mr Chirac’s repeated use of the parlia- 
mentary guillotine has shown once more 
the weakness of the National Assembly. 
The Senate can at best delay a controver- 
sial bill. The Council of State, which 
checks the conformity of government 
measures with existing law, gives only 
advisory rulings. Press and television, 
though readier to challenge governments 
than they were, can do little on their own. 
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Even a president belonging to an oppos- 
ing party (the position today of President 
Mitterrand) seems able to cause only 
tactical delays. This leaves the Constitu- 
tional Council as sole real counterweight 
to the executive. 

The council’s main job is to decide 
whether or not parliamentary bills are 
constitutional. This is seldom a yes-no 
question. Under the chairmanship of Mr 
Robert Badinter, a Socialist and former 
minister of justice, the council has found 
none of the Chirac government’s main 
measures unconstitutional. Yet to each of 
them it has attached small, though telling, 
reservations. These either obliged the 
government to make amendments or, 
where no changes were explicitly de- 
manded, gave handy ammunition to its 
opponents. 

Monitoring elections is another of the 
council’s tasks. Last month, for example, 
it annulled the results of the March parlia- 
mentary election in two departments 
where it found serious malpractices. The 
by-elections that will now have to be held 
there this autumn could just conceivably 
bring down the Chirac government. 

The council’s ordinary members sit for 
non-renewable terms of nine years, un- 
like truly independent supreme-court 
judges in many countries who are ap- 
pointed for life. The president, and the 
leaders of the senate and the assembly, 
appoint one member each every three 
years. These arrangements led the coun- 
cil’s early critics to treat it as an extension 
of the government of the day. 

It has come a long way, however, since 
it was created by the 1958 constitution as 
one more tranquilliser for a newly tamed 
parliament. From then until 1974 only the 
president, the prime minister or either of 
the two parliamentary leaders could ask it 
for a ruling. No surprise that during those 
first 16 years the council gave judgment 
on a mere nine laws. But in October 1974 
President Giscard d’Estaing brought 
about a decisive change: henceforth, 60 
members of the senate or the assembly 
could ask the council to rule on a bill. The 
council overnight became a potential 
weapon for the opposition, as well as a 
safety-net for the government. 

When the conservatives went into op- 
position in 1981, they too used the council 
to the full. Of 76 laws reviewed by the 
council between then and the conserva- 
tives’ return to government last March, 
three were rejected outright and 31 were 
found fault with in part. 

For all this progress, France’s Constitu- 
tional Council is still weaker than its West 
German and Italian counterparts. These 
pronounce not only on the work of parlia: 
ment but on the actions of the executiv 
branch as well. This power matters. Iı 
modern governments, administrativ 
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Not only gentlemen at the top 


FROM OUR ALPS CORRESPONDENT 


At 23 minutes past six on the evening of 
August 8 1786, two subjects of the King 
of Piedmont-Sardinia, Michel Gabriel 
Paccard and Jacques Balmat, became 
the first men to reach the top of Mont 


Blanc, Europe’s highest mountain. To 


their anxious fellow-citizens of Chamo- 
nix, the principal merit of their expedi- 
tion was to prove conclusively that men 
could spend a night on the mountain and 
not be spirited away by the devil. 

Just over a year later, the Geneva 
naturalist Horace-Benedict de Saussure, 
who had promised a reward for the first 
person to find a way to the top, went up 
himself, with porters to carry barome- 
ters, bottles for air samples and assorted 
para hernalia. Saussure published a 
careful account of his expedition, and 
has usually been considered both father 
and midwife of modern alpinism. In fact, 
a few curious souls had for centuries 
been clambering up mountains for plea- 
sure (as distinct from sweating over 
passes by necessity). The sixteenth-cen- 
tury Swiss naturalist Conrad Gessner 
systematically explored the central Alps. 
Vulcanologists and geologists such as the 
errant knight of Malta, Dodat de Dolo- 
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mieu, who gave his name to the Dolo- 
mites, climbed many of Europe's more 
spectacular peaks. 

Now, on a fine day, 250 Alpinists will 
set out for Mont Blanc, and 180 of them 
will reach the summit. Each year, a few 
never come back: ten climbers have died 
on Mont Blanc so far this month (50 die 
on it in an average year, and 30 come to 
grief on the Matterhorn). Even so, it is 
often considered a pretty easy climb, and 
cable cars make the first leg up from 
Chamonix a cinch. 

Alpinism—a generic term for all 
mountain-climbing, from the Andes to 
the Himalayas—is still not really a 
mass sport. About 2m people belong 
to the 55 mountain clubs affiliated to 
the International Union of Alpine As- 
sociations, Im of them in Austria and 
West Germany. That is not a full tally 
of mountain-users. At least 15m peo- 
ple around the world find pleasure in 
climbing, or other fairly strenuous ex- 
ercise On mountains (not counting the 
more vulgar sport of skiing). In Swit- 
zerland, probably an extreme case, 
mountain clubs have 100,000 members 
and 700,000 people in all are reckoned 
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rule-writing can be more important than 
law-making. 

The council might seem like the natural 
referee between a Socialist president and 
a conservative prime minister. Yet re- 
stricted as it mainly is to judging parlia- 
mentary texts, the council has little say 
when two parts of the executive branch 
are at war with each other. So weaknesses 
it still has. But, as Mr Chirac can testify, it 
has become a force to be reckoned with. 
France’s nine old men are growing up. 


Spain 
Gracias, Jacques 


FROM OUR SPAIN CORRESPONDENT 

While French tourists bask on Spanish 
beaches, members of their government 
have been braving the scorching heat of 
Castille. France’s security minister, Mr 


Robert Pandraud, flew to Madrid for a 
two-day visit on August 5th on the heels 
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to climb or hike. Still, Switzerland 
apart, it is fun for the relatively few. 

Until 1945, mountaineering was very 
much a gentleman's pastime (peasant- 
guides and porters didn’t count). Today, 
at least in the Alpine countries, few 
activities produce a wider social mix. 
The commercial element hgs slipped in 
too. The Nikon camera company, to 
mark its 50th anniversary, recently put 
up an automatic camera near the summit 
of the Matterhorn. Climbers could push 
the button and pick up their picture, 
along with a certificate, at the tourist 
office down in the town of Zermatt. This 
week, after loud protests by the Swiss 
Alpine Club, which dislikes any extra 
publicity for a mountain where over- 
crowding can already get you hit by a 
dislodged rock, helicopters were sent in 
to remove the giant camera. 

Despite the social levelling, much of 
the gentlemanly tradition long persisted. 
Mountaineering was an uncompetitive 
sport, with a strong unwritten code of 
honour. Edward Whymper, the first man 
to climb the Matterhorn, in the Victorian 
heyday of British alpinism, never entire- 
ly laid to rest the uneasy idea that he had 


abandoned a climbing companion on the 


mountain. Today, Whymper would be a 
fuddy-duddy to some climbers. 

For the traditionalists, the new climb- 
ers are circus acrobats, not mountain- 
eers. They clamber ers up ver- 
tical cliffs, even ove ng ones; some 
climb barefoot; others boast of stunts 
like going up the trickiest of climbs in 


boxing gloves or roller skates. They hate 


approach marches (being deposited by 
helicopter at the base of a spectacular 
rock face and picked up again at the top 
is their ideal). Unused to long-drawn-out 
effort and sudden weather changes, they 
make up an unsurprisingly large propor- 
tion of fatalities in the Alps. 

So far, only the French Alpine Club 
has formally split with the new tendency, 
which is also in favour of pay-to-enter 
“alpinodromes”. These are artificial 
climbing walls and contests in which 
getting up a specified number of difficult 
faces in a limited time brings in the prize 
money. But in many countries apart 
from France climbers who believe in 
their bones that real climbing is about 
the balance between man, nature and 
God wince and hope that such notions 
will go away, soon. 


of the foreign minister, Mr Jean-Bernard 
Raimond, who the week before declared 
the climate there “excellent”. Mr Rai- 
mond's satisfaction was shared by the 
Spanish authorities, who are pleased to 
find themselves dealing with a French 
government willing to take joint police 
action against the Basque separatist 
group ETA. Madrid has been hit by a 
series of ETA terrorist attacks in the past 
few weeks. 

Since mid-July more than a dozen sus- 
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ed ETA men have been arrested on 
both sides of the Pyrenees; five of those 
detained in France have been handed 
over to the Spanish police. Although 
three Basques were extradited to Spain in 
1984, this seems to be the first systematic 
attempt to make the south of France too 
hot for the terrorists. Mr Raimond told 
the Spanish foreign minister, Mr Francis- 
co Fernandez Ordoñez, to expect more 
expulsions. The purpose of Mr Pan- 
draud’s visit was to discuss closer police 
co-ordination between the two countries. 

The expulsions, and the French visits, 
aroused high feelings in the Spanish 
Basque country, where the more re- 
strained sort of nationalists call for more 
devolution of power from Madrid and 
talks with the leaders of those separatists 
who are prepared to talk. ETA sympath- 
isers were more physical: they marched in 
protest and set French cars on fire. 

France’s actions are in line with the 
stern law-and-order policy of the conser- 
vative prime minister, Mr Jacques 
Chirac. Conveniently, the new measures 
make him more popular in Spain, whose 
admission to the European Community 
he opposed. The relative impunity with 
which ETA seemed until recently to be 
using France as a haven is a sensitive issue 
in Spain. For four years the Spanish 
prime minister, Mr Felipe Gonzalez, has 
sought French help to cripple ETA; he 
considers this essential, even though 
some Spanish police officers believe that 
the Madrid attacks are the work of a 
group based in the capital. 

The new harmony in Franco-Spanish 
relations is welcome on both sides of the 
Pyrenees. In the past, French farmers 
used to enjoy ambushing truckloads of 
Spanish fruit and vegetables which com- 
peted with their own produce. Disagree- 
ment over fishing rights has led to clashes 
between patrol boats of the French navy 
and Spanish trawlers. The Spanish liberal 
weekly Cambio has said sharply that 
Spain would have enjoyed a much more 
pleasant history if France had been nearer 
Australia. 

Even when the French Socialists were 
in power, the Socialist Mr Gonzalez 
found relations with them blustery. A 
senior French official described ETA men 
as “freedom fighters”. Spanish ministers 
were unconvinced when their French col- 
leagues tried to persuade them that Brit- 
ain and West Germany, not France, were 
to blame for the drawn-out negotiations 
that preceded Spain’s admission to the 
European Community. 

Mr Gonzalez has so far found that he 
gets on better with Mr Chirac’s conserva- 
tives than with their Socialist predeces- 
sors. Now France’s willingness to tackle 
the terrorists may make it easier for the 
two governments to overcome their dif- 
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ferences on agriculture and fishing. Some 
excitable French officials are even talking 
of a Paris-Madrid axis within the Europe- 
an Community. The dour Spaniards think 
that is going a bit far. 


Norway 


Carry on, doctor 


FROM OUR NORDIC CORRESPONDENT 





Dr Gro Harlem Brundtland, Norway's 
prime minister, takes a dim view of some 
of her erstwhile colleagues in the medical 
profession. Her Labour party minority 
government has made it a criminal of- 
fence for doctors working in private clin- 
ics to carry out in vitro fertilisation, the 
“test-tube” baby technique. It has also 
reversed a decision by the previous gov- 
ernment permitting the establishment of 
a 32-bed private hospital in Lillehammer, 
a small town north of Oslo. According to 
the minister for social affairs, Mrs Tove 
Strand Gerhardsen, herself a former hos- 
pital administrator, private hospitals take 
resources away from the public health 
system and must be stopped. 

Labour’s hostility to private medicine 
could prove costly. The least of the gov- 
ernment’s troubles is that the Lilleham- 
mer hospital’s backers are threatening to 
sue the state for the Nkr18m ($2.4m) they 
have invested in the project. A bigger 
worry is that the non-socialist parties 
think that when parliament reopens in 
October they will be able to find a major- 
ity to reverse the government’s decision, 
Some Norwegian commentators say Dr 
Brundtland has invested so much prestige 
in the issue that a defeat could spell the 
end of her government, which came into 
office in May. 

Norway has only one private hospital, 
the Ring Medical Centre in Oslo, which 
opened in May last year. Its director, Dr 
Jens Moe, claims that the government’s 
action on in vitro fertilisation offends 


The Ring of change 


- 





both doctors’ rights and human rights and 
has said he will continue the treatment, 
even if it means going to jail. That will not 
be necessary, for a while at least. The 
waiting list for in vitro fertilisation in 
Norway’s public hospitals is 13 years, 
which means that for many couples the 
help will come too late. The Ring clinic, 
which recently carried out its first success- 
ful in vitro treatment, has therefore been 
given special dispensation by Mrs Ger- 
hardsen to treat the 1,000 couples already 
on its waiting list. 

Private medicine has only recently be- 
come an issue in Scandinavia, where 
excellent public health and hospital ser- 
vices have in the past been able to provide 
treatment for all patients. However, over 
the past few years the growing number of 
elderly patients and the explosion in med- 
ical technology—which has brought with 
it an explosion in medical costs—have 
made it impossible for the public system 
to cope with the growing demands upon 
it. Yet both politicians and health admin- 
istrators, justly proud of the public health 
system they have created, want to keep 
out private medicine. In Sweden and 
Denmark, attempts to set up private 
centres have been discouraged, although 
not actually stopped by law. 

Dr Moe counters the charge that pri- 
vate medicine takes resources from the 
public sector by pointing to the fact that 
some of the services his centre provides 
would otherwise not be available at all. 
He claims, for example, that his is the 
only clinic in Norway to provide routine 
X-rays to check for breast cancer. 

Patients at the Ring centre pay an 
annual fee of NKr1,000 ($133) each, or 
NKr2,000 per family, for which they 
receive the services of a general practitio- 
ner and 15 full-time specialists. In the first 
year 13,000 people signed on as members. 
Others have to pay for the services they 
receive a la carte. In vitro fertilisation 
costs NKr20,000 a try for a maximum of 
four tries. Only 15% of the cost of any 














Most north European - paian 
who decide to drive to the Mediterra- 
pean sun spots have to go through 
France. A long trip on the autoroutes 






























me a true nightmare during the 
tart-of-August weekend, when motor- 
: ists found themselves locked i in 30-kilo- 
metre jams at 3 o'clock in the morning. 
: That was because French holidaymakers 
_tried to be clever, by taking off at dead of 
night, and found that the same idea had 
occurred to everybody else. : 
Some of the worst autoroute crawls 
are caused by the toll booths. France is 
not alone in charging motorists heavily— 
- over FFr200 ($30) from Paris to Nice, for 
_. example—to use its motorways. In Eu- 
rope, tolls are principally a Latin ploy. 
Italy, Spain and Portugal also have them 
(but so does EA and Switzerland 





















treatment provided 6y the centre is repaid 
through the public health insurance sys- 
tem, and there is no private health insur- 
ance in Norway. 

Dr Moe believes that in trying to stop 
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be pleasant, or at times nightmarish. 


contradict the very purpose of the mo- 
torway, which is to move traffic fast. In 
France, however, the tolls have long 
ensured: that motorists have autoroutes 
to drive.on. Until the early 1960s the 
French government directly financed the 
building of the autoroute network. Con- 
struction was so slow that France became 
Europe’s motorway laggard. So the state 
fielded the job out to businessmen. Ex- 
pansion of the network then accelerated, 
and the nine semi-private and private 
companies that build and maintain the 
autoroutes under contract repay them- 
selves from toll-booth receipts. Their 
combined annual take is now around 


| _FFr9 billion ($1.3 billion). 


` The French rationale for the toll sys- 
tem is that only the users of motorways 
sare required to pay for them. In Britain, 
‘West Germany, Holland, Belgium and 
_Scandinavia—the toll- free north where 
highway construction funds come out. of 
national. budgets—everybody, motorist 
or not, pays: 


private health care the politicians are 
coming- between doctors and their pa- 
tients. Norway, he’ says, should not be- 
come like Eastern Europe, where the 
elite. go abroad for treatment. : 
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And it was the largest city-spa in 


s chunk m an industry, including 
grim iron and steel works. But it is still the 


envy of its main modern-day rivals, the 


- capitals of the other East European coun- 


tries. Prague, architecturally a richer city, 

ively unspoilt, but crumbling. East 
large renovation programme has 
ch: Soviet-style 
high-rise has left its ugly mark. The centre 









of Budapest, by contrast, combines old _ 


charm with the smartness of a modern 
capital. The locals love it, and foreign 


=- visitors are impressed. 


“We stopped pulling down old build- 
ings just in time”, says Mr Andras Ro- 


man, the director of the Institute for | 
Renovation of Monuments. Badly dam- - 
aged during the second world war, Buda- ~ 


eded a facelift, though little impor- 





‘tance was attached to renovation and — 
conservation until the 1970s. Then the 
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well as the French to blame: Holiday 
Europeans are car-mad. According to 
survey by the European Communit 
almost 70% of all EEC holday-taken £ 
by car. 
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Wecare e companies sand priva e 
prise have helped to give Budapest 
modern gloss. Just as the Swiss built t 
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Few Budapesters object to thi 
tive spirit. But many feel that theirs 
becoming a city for visitors and for Hw 
gary’s “new rich”, the entrepreneurs wh 
can: afford luxuries while others. s! 
to make ends meet. “What about 
locals?”’, a young shop assistant plead 
“Tve never stepped inside the or 
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EUROPE 


ic parking. About 300,000 people in Bu- 
dapest own cars. On top of that about a 
quarter of a million commuters pass 
through the city every day. The city 
authorities are aware of the problem, and 
recently banned parking for non-resi- 
dents in the old Castle district. But that is 
only a start. As Mr Roman points out, no- 
parking zones need to be backed up with 
a decent parking system in the suburbs. 

Traffic congestion is a minor irritant 
compared with the housing shortage, as 
bad in Budapest as in any other East 
European capital. Officially 60,000 peo- 
ple are on the waiting list, though even 
officials at the housing ministry admit that 
the figure is misleading. “People just 
don’t bother to apply any more,” says one 
expert. “They live with friends, hoping to 
buy a small flat eventually, or else wait 
for a relative to die.” Hungarian sociolo- 
gists reckon that poor housing is partly 
responsible for Hungary’s suicide rate 
(among Europe’s highest) and its birth 
rate (among Europe's lowest). 

Young couples can face a ten-year wait 
for a flat. No wonder that many young 
people work after-hours in second or 
even third jobs to save enough money for 
a deposit on a flat. “Trying to find a place 
to live is exhausting,” says one housing 
official. “It’s an obsession.” 

About 30 billion forints ($670m) a year 
from the city’s budget already goes on 
putting up new buildings or repairing old 
ones. As the housing stock deteriorates, 
more money is needed, but it is not 
forthcoming because the economy is 
drooping. It is increasingly left to the 
private sector to build and renovate. 

Which is all very well for those who can 
afford it. Up on the fashionable Rozsa 
Domb, for example, a square metre of 
space can cost 35,000 forints, more than 
six times the average monthly wage; 
wealthy Budapesters are putting up what 
Mr Roman calls “architectural night- 
mares” there. But the poorer—including 
Budapest's pensioners—are in a bind. 

More than one in five Budapesters 


Can you spot the changes in Budapest? 





Hungarohype 


Fast cars and slick advertising are not 
normally things associated with the com- 
munist world. Yet both will be on show 
in Budapest on August 10th, at the first 
Formula-1 Grand Prix ever held in a 
communist country. It is all part of 
Hungary's desire to be seen to be racing 
along in the fast track. 

Not that motor-racing is new to Hun- 
gary. The winner of the world’s first 
Grand Prix—the forerunner of today’s 
Formula-1 races, held near Le Mans in 
1906—was a Hungarian, Ferenc Szisz; 
and Budapest staged a Grand Prix of its 
own exactly 50 years ago. But first war 
and then the communist takeover 
knocked Hungary off the circuit. The 
Russians had toyed with the idea of 
leading the communist world out of the 
pits, only to see the Hungarians nip out 
of their slipstream and get there first. 

The Formula-1 Constructors’ Associa- 
tion (FOCA), which has given the Hun- 
garians the right to stage the event for at 
least five years, is delighted. As a novel- 
ty, the Budapest Grand Prix is expected 
to attract a lot of interest in the West and 
a new television audience in the Soviet 
block. Extra ratings mean extra money 
for FOCA, which gets revenue from the 
advertisements both on television and on 
boards around the track. 

What’s in it for the Hungarians? Run- 
ning a Grand Prix is not cheap. The fee 
paid to FOCA for the right to bring 


draw pensions. These amount to about 
3,000 forints a month. In the old residen- 
tial quarters of Pest many pensioners’ 
flats are in desperate need of repair and 
modernisation. The city authorities re- 
cently offered some of the old residents a 
stark choice: move to a new flat in a high- 
rise complex out in a Moscow-like sub- 
urb, or else remain, but pay for the 
renovation. Half opted to move out. But 
few of those who remain have money 
enough to pay for even the most modest 
renovation. 


Formula-1 to Budapest, about $900,000, 
is fairly modest. But the Hungarians 
have had to build an expensive new 
circuit, the Hungaroring, 12 miles from 
the city centre. Although finished on 
time and described by FOCA’s president, 
Mr Bernie Ecclestone, as “the best race 
track in the world”, the Hungaroring has 
cost some 340m forints ($7.6m) to build; 
that was 100m forints more than 
planned. Another clutch of forints has 
been spent on infrastructure, including 
access roads and modern telecommuni- 
cations for journalists. 

The Hungarians hope that the boost to 
their tourist trade will make it all worth- 
while. Luring visitors from the West has 
not been as easy as they thought, howev- 
er. While Hungarians and enthusiasts 
from other communist countries have 
rushed to buy their share of tickets for 
the Hungaroring (which has a daily ca- 
pacity of 180,000), ticket sales to the 
West are likely to bring in little more 
than $500,000 this year, far below the 
$1.2m originally expected. 

Even so, the Hungarians see the 
Grand Prix as a grand advertisement for 
Hungary. They reckon that the extra 
revenue from tourism over the next five 
years will amount to about $10m. The 
Grand Prix effect, they hope, will be 
bigger and longer-lasting than the Cher- 
nobyl effect, which led many westerners 
to cancel trips to Hungary in May. 





Budapest’s “new rich” realised they 
were on to a good thing. They are now 
beginning to buy out these old men and 
women for small sums of money. It is not 
unlike what is happening in parts of 
London or New York: yuppies are mov- 
ing in and paying for the renovation of 
run-down districts. 

So the restored facades are deceptive. 
Old Budapest is changing, fast. The 
change began during the last stages of the 
second world war, when over 600,000 
assimilated Jews were sent to concentra- 
tion camps. The once thriving German 
community has gone too. In their place 
are young immigrants from the counties. 
They have helped to make Budapest a 
bright but brash city where young East 
Germans marvel at the light-heartedness 
of their Hungarian friends. 

The mix of modern Budapest can be 
heard in its music. Tradition lives on: 
there is still gypsy music in the restaurgnts 
and, in the concert halls, there is the 
classical piano-playing of the young 
Dezs6 Ranki and Zoltan Kocsis. But the 
new sounds are getting louder. In today’s 
Budapest you can hear buskers in the chic 
Vaci Street, or even the strains of the 
British pop group “Queen”, which last 
week blasted its music across the Danube. 
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1 onwealth summit and its dis- 
igreement over sanctions against South 















-official co nny ome; ieee ay 
_ The image of her government — 
could do with some surgery too. 
The row over sanctions appears to 
have irritated the electorate. In a 
poll based on pre-summit field- . 

_ work, on July 30th-31st, Labour’s 
-lead over the Tories had risen to 
Mine points. Relations between Mrs 
‘Thatcher and her party chairman, 
-Mr Norman Tebbit, once an heir 
presumptive to. the Conservative 
leadership, are not what they were. — 
Mr Tebbit has started flying kites, — 
-to the irritation of his cabinet. ok. 
leagues into whose depa 
airspace he has trespassed. Th : 
most-recent kite was a suggestion 





that social-security benefits should _ 3 


be lower in areas of low unemploy- 
¿iment than in those of men unem- 












ith better prospects ought to 
aged to search for o 


fichael Dobbs, is schie of staff to 
febbit at Smith Square and his 
in adviser on public relations. 
tj over the past year another leading 
ttising agency, Young & Rubicam, 
been sending opinion research (a 
vice which Saatchi’s does not provide) 
Mrs Thatcher. Its findings have 
making gloomy reading, suggesting 
jard-line Tebbit approach to 
ices would be electorally disas- 
ly if are to the health 
























l service. Young & Rubicam says the To- 
o ries can win only if they can attract full 
ca left Mrs Thatcher more exhausted sup 
han those close to her have ever seen her . 
~ before. She was in a poor state, therefore, 
to enter hospital for surgery on her hand. | 


port. from the 40% of the electorate 


-whom they call “belongers”: people who 


are patriotic and usually home-owners, 
but who think of themselves as public- 


‘spirited and cherish the health service as a 


national asset.. , 
~The Young & Rubicam figures have 
been flowing for over a year, but recently 


a senior cabinet minister has started feed- 
ing them to the press. This could be part 


of a campaign against Mr Tebbit, but is- 
more likely to be a rearguard action by 


the remaining “wet” Conservative think- 
ers in the cabinet to shift Mrs Thatcher’s 
policy line in the debate over public 
spending versus tax cuts. 

Important changes were announced 


puton their 25% target for the stan 


. bles — were two: 


this week in the organisafion of Mr 
bit’s Central Office. Mr Harvey Tt 
was shifted sideways to becor ie di 
of presentation. His immediate ta 

make a success of this year’s T 
conference, which is expected to 
last before the election. The ¢ 
theme is to be forward-lookin, 
major new political objectives se 
These will be carefully costed, wi 
feasible, to contrast them ‘with : 
bour’s—all part of the Tories’ 
to show that Labour’s accounti 
happy (see next page). One: poi 
watch for at the conference wi 
emphasis the Conservatives do or d 




























































rate of income tax. If Mr Lawson goes 
that he will have to divert m 
from the extra public spen 
which many Tory backbench 
and a number of ministers, fa’ 

Mr Thomas will plan tours ` 
Mrs Thatcher. The problem here i is 
not only coping with her physica 
security against terrorism but, i 
creasingly, making sure that she i 
not shown on television as the 
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helicopters to lift her in and out 
carefully chosen audiences of par 
faithful, well insulated from d 
onstrators. There was a foretaste o 
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in late summer: in both 1984 and 1985, 
the popularity of the Conservative party 
rose between the months of August and 
October. Whether this friendly breeze 
blows again this year could help Mrs 
Thatcher to decide which time of year 


she wants to call the next general 
election. 


Northern ireland 


secure jobs 
are deadly 





The Irish Republican Army has an awe- 
some publicity machine to go with its 
guns. Timed to coincide with this year’s 
visit to Northern Ireland of the American 
group, Noraid, the IRA’s latest promotion 
combines sweeping threats against any- 
body who supplies anything to those 
involved in security work—or ‘‘collabo- 
rating with our enemies”, as the IRA 
would have it—with specific ones against 
named businessmen. Its new definition of 
“legitimate” targets follows its delight at 
getting two building firms to pull out of 
restoring bombed police stations. They 
were scared off by the murder, on July 
30th, of Mr John Kyle, claimed by the IRA 
to be supplying building materials to the 
security services. 

The killing of those involved in security 
work is not a new policy. In the past year, 
the IRA has killed three businessmen it 
said worked for the security services. A 
number of {RA-bombed police stations 
have been rebuilt by the army’s Royal 
Engineers, to protect local workers from 
being murdered. Reinforcements to the 
squadron of engineers permanently sta- 





Bullseye on his pay packet 
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tioned in Northern Ireland were drafted 
in earlier this year. 

But the latest statement is particularly 
menacing because it terrorises more 
workers than have ever considered them- 
selves at risk before. One of the building 
firms that stopped work was under pres- 
sure from its workers to do so. The 
specific demand that firms quitting securi- 
ty work should say so publicly is also new; 
previously, such companies have been 
asked only to inform the local Republican 
movement. By making their decision 
public in this way, firms who do bow to 
the IRA’s demands could be inviting Prot- 
estant ire. 

Since the present spate of troubles 
began in the late 1960s, jobs related to 
security have been one of the few bright 
spots in this economy. Mr Robert Rowth- 
orn of Cambridge University reckons se- 
curity services (excluding the British 
army), prisons and private security firms, 
along with the firms that supply and 
service them, account for as many as 
35,000 extra jobs. Most security work is 
done by Protestants; Mr Rowthorn reck- 
ons that one-tenth of male Protestant 
employment is now accounted for by 
security work of one sort or another. 

The new uncertainty comes at a time 
when the economic outlook for Northern 
Ireland is particularly bleak. The char- 
tered accountants Coopers & Lybrand, in 
a new survey of the Northern Ireland 
economy, report static industrial output, 
a rise in the number of liquidations and 
redundancies, and a continuing fall in 
employment. Even to prevent an increase 
in its present unemployment rate (the 
highest in the United Kingdom, at almost 
19%), Northern Ireland would have to 
create 4,000 new permanent jobs a year 
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to cope with its growing working popula- 
tion. Yet, as the report also points out, 
many of the social and economic changes 
afflicting mainland Britain's labour mar- 
ket have not even begun in Northern 
Ireland: fewer married women go to work 
in Ulster, and the economy is still heavily 
dependent on the public sector. 

It is no accident that the IRA is threat- 
ening jobs, as well as lives. That way, it 
perpetuates Ulster’s vicious circle. While 
violence continues, there can be no hope 
of attracting jobs to the province; without 
prosperity, there can be no end to vio- 
lence, because paramilitary groups can 
continue to find recruits in the ghettoes of 
unemployment. 


Labour’s budget 
Tax, borrow, spend 








What would the Labour party do if it won 
the next election? Mr John MacGregor, 
chief secretary to the Treasury, claims 
that it would, like the proverbial pools’ 
winner, “spend, spend, spend”. Mr Roy 
Hattersley, the shadow chancellor, insists 
that a Labour government would set a 
tough framework for public borrowing. 

Mr MacGregor has rung up on his cash 
register all the pledges made by various 
Labour spokesmen. His latest costing of 
Labour’s shopping list amounts to £28 
billion. To finance this extra spending, 
claims Mr MacGregor, would require a rise 
in the standard rate of income tax from 29p 
in the pound to 53p, or an increase in the 
VAT rate from 15% to 43%. 

These scares are exaggerated. Labour's 
list includes several items, such as reduc- 
ing the retirement age (cost: £3 billion), 
which Labour leaders have already made 
clear are long-term aspirations, to be kept 
on ice until there is enough money, and 
not planned for a first term of office. 

Moreover, the government’s own re- 
cord hardly puts it in a position to shout 
about Labour’s planned profligacy. An 
extra £28 billion represents a 20% in- 
crease on this year’s expenditure plans. 
After adjusting for some “creative ac- 
counting”, the Tory government has itself 
raised spending by 14% in real terms 
since taking office. 

However, Mr MacGregor’s catalogue 
of Labour promises highlights the battle 
any future Labour chancellor will have in 
curbing the enthusiasm of his colleagues. 
Even Mr Hattersley’s less-than-total re- 
spect for the laws of arithmetic is not 
shared by all his party. 

What shape might Labour’s first bud- 
get take? The package that Mr Hattersley 
proposed in March, as an alternative to 
the Tories’ budget, provides some clues. 
The first element is a £6 billion initiative 
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BREAKTHROUGH: 


ADD BLADES 
TO AHELICOPTER 
TO MAKE IT QUIETER. 


The sound of a helicopter providing life-saving 
speed for the ill and injured, or a fast response by 
law enforcement agencies, has been a welcome 
intrusion. But now, as our helicopters go about 
doing good, they can do so more quietly. 
Traditional helicopter designs have tail rotors 
with two blades which must rotate rapidly to 
provide directional control. Our engineers devised 
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We now fly the world’s largest fleet of Big lop 747s, the largest and most techn 





need aircraft of its kind in the world. (But that’s not what you'll OE e us for.) 
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How Morgan Guaranty used swaps 


(o reduce financing costs in four currencies 
for a major U.S. corporation 





Complex swap transactions involve Morgan officers around the world. Shown are a few members of a typical team. In London, 
from left, are Conrad Voldstad, Michael Enthoven, Peter Bernard. In New York are Thomas Kalaris, Chnstopher English, TJ. Lim 


Morgan Guaranty is a world leader in 
the swap market. More and more of the 
largest multinationals are choosing us 
to arrange complex, innovative swaps 
that reduce borrowing costs and in 
crease control over interest-rate and 
foreign currency exposures 

A major Fortune 500 corporation, for 
example, recently sought ideas on pro- 
viding some $80 million of funding for 
subsidiaries in four European countries 
Our international funding experts, in 
cluding swap teams in New York and Lon- 
don, quickly structured an innovative, 
cost-effective package involving a bond 
issue plus 13 swaps. Morgan got the deal 

Arranging the deal 

First we identified the least expensive 
dollar source of funding for the com 
pany—a dollar-yen dual-currency issue, 
with interest paid in yen and the princi 
pal in dollars. 

Then we swapped the dual-currency 
bond cash flows into variable rate finan- 


cing, and finally executed swap con- 
tracts to generate the Deutschemarks, 
French francs, Belgian francs, and 
guilders that the subsidiaries needed 
Though the transaction involved seven 
currencies and nine counterparties 
in five countries, we did it in less than 
three weeks 

lhe result: an estimated savings to 
the client of about %% per vear and 
tighter control over its long-term risk. 

Swaps market leader 
This is one example of the innovative 
swaps we did for clients in the past year, 
when corporations, governments, and 
banks worked with Morgan on over $20 
billion in swaps, in 21 currencies, They 
came to us for these key strengths 
Morgan’s market presence 

We're a leading participant in global 
capital and credit markets as well as for- 
eign exchange, government bond, and 
bullion markets. We use our market 
knowledge to match a wide range of 


Morgan Guaranty 


opportunities to each clients needs 
Morgan’s strong capital position 

Our primary capital of nearly $6 billion 
enhances our role as principal and can 
reduce client costs and risks in each 
swap we arrange. Because we can 
warehouse large interest-rate and cur- 
rency swap positions, we can Commit to 
swaps before finding a counterparty 

Morgan's underwriting capability 
Our concentration on the international 
capital markets has led to a number of 
Morgan innovations, from the first zero- 
coupon swap of a discounted bond into 
an FRN, to the first U.S. Treasury-style 
auction in the Euromarket 

Call in Morgan 

Challenge us with your next complex 
financing problem. Your Morgan bamker 
will put all of Morgan's worldwide fund- 


ing resources to work for you 





Morgan Guaranty Trust Company, 
23 Wall Street, New York, NY 10015 


Member FDIC 


Dead reckoning, dead wrong 


Britons are obsessed with class and so 
are their statisticians. Both are also mor- 
bidly interested in death. But put class 
and death together and you have a recipe 
for general befuddiement. 

A recent—and gargantuan—piece of 
number-crunching shows that the differ- 
ences in health between social classes in 
Britain (as measured by death rates) 
have become much more marked since 
1970. This sounds like very bad news. 
The government has been accused of 
trying to bury the study. One newspaper 
said the figures “demonstrate the human 
cost of economic policies which punish 
the poor”. 

Whatever they show, it is probably not 
that. Here is the tangled tale. 

Every ten years, the Office of Popula- 
tion Censuses and Surveys (OPCs) pub- 
lishes death rates for each cause of 
death, correlated with different types of 
jobs. It also groups people into the 
Standard six social classes and gives 
death rates which enable the classes to 
be compared: standardised mortality ra- 
tios (SMRs). An SMR is the ratio of deaths 
that actually occur in a particular group 
to what one would expect if that group 
were average, taking account of its size 
and age structure. 

In 1970-72, the SMR for class one— 
professional and managerial occupa- 
tions—was 77 (that is, 23% below aver- 
age) and for class six it was 137 (37% 
above average). The latest figures show 
that in 1979-83 that gap had widened to 
34% below average for class one and 


to cut unemployment by Im within two 
years. It consists of extra capital invest- 
ment, an expansion in public services, 
lower national insurance contributions 
and a job guarantee for the long-term 
jobless. 

The second proposal is an increase in 
pensions, child benefit and unemploy- 
ment benefits. The cost—£3.6 billion—is 
to be financed by squeezing the “very 
rich”; according to Mr Hattersley, this 
means those earning more than £27,000 a 
year. The tax concessions which the high- 
er-paid have won from the Tories—eg, 
lower marginal tax rates and bigger capi- 
tal-gains allowances—would simply be 
„grabbed back. Mr Hattersley estimates 
that “the rich” are paying £34 billion less 
tax than in 1979. Independent estimates 
put the figure rather lower. 

Since a Labour government would not 
be selling public assets to balance the 
books, it would have to borrow a further 
£5 billion on top of the £6 billion job- 
screation package. This implies that the 
public-sector borrowing requirement 
(PSBR) would almost treble under a La- 
bour government, from £7 billion this 
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59% above average for class six. An 
analysis in the Lancet shows that even if 
the six social classes are collapsed into 
two—manual and non-manual occupa- 
tions—the gap between them has 
widened. 

But this does not mean that the health 
of the manual classes has got worse. The 
numbers from which the SMRs were cal- 
culated show clearly that the death rates 
of those in manual occupations have 


year to around £18 billion. But this jump 
says almost as much about Mrs Thatcher’s 
accounting as Labour’s profligacy. 

A Labour government would replace 
the discredited PSBR with the public-sec- 
tor financial deficit (PSFD) which (correct- 
ly) counts asset sales as financing borrow- 
ing rather than reducing it. Whereas the 
PSBR has fallen by £3 billion since 1978- 
79, the PSFD has risen by £4 billion to an 
estimated £12 billion this year. Labour's 
plan to increase this to £18 billion would 
bring it back to roughly the same propor- 
tion of GDP (44%) as in the late 1970s— 
but still well below its level in 1975, when 
a deficit of more than 7% of GDP drove 
Britain into the hands of the IMF. 


Trustee Savings Bank 


Lucky folk 


For many months, the sale of shares in 
the Trustee Savings Bank (TSB) has been 
delayed by depositors claiming in the 
courts that they, collectively, owned the 
bank’s surplus assets. The law lords last 


improved since 1970. The gap has wid- 
ened because they have not improved as 
much as the death rates of those in non- 
manual occupations. It seems that peo- 
ple in the lower social groups have, for 
one thing, not taken to healthy living 
with the same vengeance as others. They 
have not, for example, given pp smoking 
as fast. 

The figures show, too, that the widen- 
ing of the gap took place in the 1970s. 
So—given that most of the deaths result- 
ed from factors many years before—if 
any government is to be blamed, it is not 
the present one or its predecessor. 

Some health economists argue that 
there is little for anybody to be blamed 
for anyway. Because the number of 
those in the higher social classes is grow- 
ing and the number in the lower ones is 
shrinking, the relatively disadvantaged 
group is a shrinking proportion of the 
population. So even a growing gap be- 
tween the best-off and worst-off groups 
may be consistent with greater equality 
overall. Social mobility makes health 
comparisons between different social 
groups over time desperately difficult. 
Those with poor health are less likely to 
be able to move up the occupational 
scale, so it is not surprising that the 
bottom group stays relatively unhealthy. 

An alternative approach to class 
breakdowns is to study the variance of 
ages at death throughout the population, 
A paper by Professor Illsley and Mr 
Julian Le Grand of the London School of 
Economics, to be presented later this 
year, will suggest that the British popula- 
tion as a whole is becoming more uni- 
form in its mortality, not less. 





month ruled otherwise, and the govern- 
ment went ahead. Suddenly, with the 
publication of the full judgments last 
week, came a bombshell: in fact, it 
seemed, it was the state that owned the 
surplus. 

The government has never thought it 
owned the bank (in reality, four banks: 
Channel Islands, Northern Ireland, Scot- 
land, and England and Wales) or its 
£800m-odd of surplus assets. So this was 
to be no privatisation, more a flotation 
from an odd position of non-accountable 
ownerlessness to that of a quoted compa- 
ny: the successor companies set up under 
the Trustee Savings Bank Act 1985 would 
be allowed to keep the entire proceeds of 
the share issue. 

Has the government, after all, really 
given away £800m of public money—or, 
indeed, the £1.5 billion that the share 
issue might raise? 

The notion springs from the judgment 
of Lord Templeman. Having magisterial- 
ly and in detail knocked down the deposi- 
tors’ claim to ownership, he—very sum- 
marily—disposed of their argument that, 
if they did not own the banks, nobody 
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T. akeaway teens 


The proportion of teenagers in the British 


pulation will fall by more than 


one-quarter by the mid-1990s. Britain will become a safer country, but 


probably a duller one 


e 

At the highwater mark of the teen boom, 
in 1982, Britain had 4.8m young people 
aged between 15 and 19. In 1996, the 
number in that age group will have fallen 
28% , to 3.4m. This will be fewer than in 
1961, when the teen boom and the 
swinging sixties were beginning. In 1981, 
these teenagers formed 8% of the popu- 
lation. By 1993, the proportion will fall 
to 6% , probably the lowest ever. 

This change—the result of the fall in 
births in the 1970s—will make Britain a 
different place. More of the declining 
teenage group will be non-white: immi- 
grant, and especially Asian, families still 
have higher birth rates than white ones 
do. And, whatever their colour, fewer 
teenagers foreshadows a slump for sec- 
ondary-school teachers and for universi- 
ties. It is bad news for those employers 
who have found that teenagers have 
provided them with a cheap and flexible 
workforce. They will be replaced, proba- 
bly, by married women part-timers. 

Life may become duller, but should be 
safer. The majority of crimes are com- 
mitted by teenage boys: some 30% of 
indictable offences by boys under 17, a 
further quarter by boys under 21. The 
peak age for crime is 15—the year be- 
fore, even now, most children leave 
school. Until the school-leaving age was 
raised in 1972, the peak age for crime 
was 14. By 20, almost one British boy in 
four has a criminal conviction. 

When, in 1966, a sociologist, Mr Peter 
Willmott, wrote “Adolescent Boys in 
East London”, he said that the boys he 
was interviewing—born in the 1940s— 
“were members of the first generation of 
Bethnal Greeners to grow up without 
malnutrition and poverty”. In 1984, an- 
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other sociologist, Mr Paul Willis, carried 
out a study of “The Social Condition of 
Young People in Wolverhampton”. He 
found a new kind of desolation: a third of 
16-24-year-olds in Wolverhampton were 
jobless, and most of these had been 
looking for work for more than six 
months. Working-class youngsters were 
much worse hit than the middle class. 

A fifth of 18- and 19-year-olds in 
Britain as a whole are registered as 
unemployed, a bigger proportion than 
for any other age group. Boys do far 
worse than girls: 27% of boys in this age 
group are jobless. A third of those 
leaving Youth Training Schemes go 
straight on to the dole. 

Admittedly, one reason why the 
young are more likely to have a spell of 
unemployment than any other age group 
is that they change jobs more frequently. 
Another is the rise in the pay of young 
people relative to adult workers, and 
especially relative to adult women, 
which took place in the late 1960s and 
the early 1970s. This narrowing of differ- 
entials has happened over a long period. 
It was picked up by a market researcher, 
Mr Mark Abrams, in his prescient study, 
“The Teenage Consumer”, published in 
1959. Compared with 1938, he pointed 
out, teenagers’ real earnings had gone up 
by 50%—twice as fast as adults’, 

Even today, teenagers with jobs are 
still generally better off than workers ten 
years older. Although their wages are 
lower, more of their income is theirs to 
spend as they choose, rather than going 
on necessities. The average 18-20-year- 
old male manual worker earned £109 a 
week last year (the average young fe- 
male £86). Of this, according to a wide- 
ranging compendium* of details on the 
youth market just published by Market- 
ing Direction Ltd and the magazine 
Smash Hits, young men in work have an 
average disposable income of about £23 
a week. The fall in the number of 
teenagers is bad news for retailers. Teen- 
agers love spending. Mr Willis observed 
that a remarkable number would go 
window-shopping, even if they could not 
afford to buy anything. 


Smoking and The Tube 

In 1959, Abrams found teenagers took 
only a small share of the market for 
tobacco and alcohol. In those days, just 
over half of young men aged 15-25 
smoked, and 35% of young women. 
These figures have declined, but by less 
than could have been hoped. Even to- 
day, 30% of fifth formers (ie, 16-17 year- 
old schoolchildren) smoke regularly, and 
only a quarter have never smoked. As 


for alcohol, going out for a drink is 
teenagers’ most popular spare-time pur- 
suit outside the home, just as it is with 
every other age group except elderly 
women: 72% of girls aged 16-19, and 
68% of boys, told the 1983 General 
Household Survey they had been out for 
a drink in the previous month. 

Teenage girls are also, according to 
the same survey, the most enthusiastic 
cinema-goers in the country. A quarter 
of them, but only 17% of teenage boys, 
had visited a cinema recently. At home, 
teenagers listen to records or tapes 
(nearly 40% of singles and 30% of long- 
playing records are bought by 15 to 19 
year-olds), listen to the radio or watch 
television. In mid-evening, 60% of 12- 


Proportion of 15- to- 18-year-old boys [ij 
and girls [:::] who say yes and no to: 


Girls under 16 should be able to get the Pill without their 
parents knowing 


Yes 






52% 





Ít is wrong for a boy and girl to have sex if they have not 
known one another for very long 





Source; Survey for “Youth Facts. 1986" "Don't knows’ omitted 


15-year-olds and almost half of 16-19- 
year-olds are watching television. Fav- 
ourite viewing for the older teenagers in 
February-March 1986 was “The Tube”, 
a pop music show; second favourite, 
late-night horror movies. 

Two-thirds of British teenagers (see 
chart), of both sexes, see nothing wrong 
with sex before marriage. They are much 
less keen—girls not keen at all—on the 
one-night stand. 

By the turn of the century, teenagers 
may be back in force. The teenagers of 
the past decade are now becoming par- 
ents, and the result will be a rise in fhe 
number of babies born each year. So 
keep those old blue suede shoes wrapped 
in polythene. They may be needed 
again. 


——_—_—_—_—a— 
“Youth Facts "86. Marketing Direction Ltd, 


Hampton Court, Surrey, £78 
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and 19,500 miners. Since then, 12 of the 
pits have been shut or merged and a third 
of the men have left. 

Ostensibly, the overtime ban has solid 
aims: to stop BC from withholding last 
year’s pay rise until the miners promise to 
make good the pension contributions 
they missed during the strike; to force the 
BC board to feinstate seven sacked min- 
ers; to prevent it from closing a mainte- 
nance plant; to head off more redundan- 
cies. But at bottom, the ban is nothing 
more than an expression of despair. 

The mood is the same in the national 
union, whose greatest concern is the 
upstart Union of |§ Democratic 
Mineworkers, formed during the 1984-85 
strike. Forgetting its denunciations of 
“class justice” last year, the NUM has tried 
to beat the new union in the courts— 
without success. Now it must try to per- 
suade the rebels to return. Its national 


= executive is openly split over how strict to 





be with them; Mr Arthur Scargill, the 
president, is as unforgiving as ever. 


aes hah 
=< A 


as TON ESEL 

The NUM feels it has only one thing to 
cheer about. It will soon see the last of 
BC’s chairman, Sir lan MacGregor, who 
triumphed in the 1984-85 miners’ strike 
and has since shrunk the industry to a 
semi-commercial size. His successor, Sir 
Robert Haslam, is already active and 
formally takes charge on September Ist. 


British Rail 


Service with 
a Scowl 


British Rail’s passenger trains—notably, 
express trains—are late, expensive, dirty 
and sometimes “intolerably” overcrowd- 
ed, says the central transport consultative 
committee in its annual report for 1985- 
86. And customers are becoming increas- 
ingly fed up with them: the committee got 
39% more complaints than the year be- 
fore. Yet the BR board, in a generally 


Diminuendo but still troppo 


Musical education in Britain is Europe’s 
best. Is it going off key? A blast of 


spending on music teachers and youth 


orchestras in the early 1970s produced a 
large number of well-practised appli- 
cants to Britain’s four principal colleges 
for future performers—the Guildhall, 
the Royal Academy of Music, the Royal 
College of Music and the Royal North- 
ern College of Music—by the end of the 
decade. But local education authorities 
have since had to cut back. 

Thus a school-inspectors’ report in 
May found that, in the 96 secondary 
schools visited which had dropped sub- 
jects from the curriculum to save money, 
music and instrumental tuition were the 
second most frequently axed. (Modern 
languages came first.) Several education 
authorities have cut their teams of peri- 

atetic music teachers, who give music 
essons in state schools. A few, like 
Somerset, got rid of the lot, but are now 
recruiting again. 

In Britain’s state schools, children can 
have individual instrumental teaching 
for free; in French and West German 
state schools, they have to pay. So why 
not make Britain’s children pay, too? In 
1980, Hereford and Worcester tried to 
do so. One parent (a local official in the 
National Union of Teachers) sued. The 
high court ruled in February 1981 that 
local education authorities were not 
obliged to provide musical education but 
that they must not charge for tuition if 
they chose to do so. 

The consequences of this decision are 
starting to affect the demand for pea 
in Britain’s nine music-training schools. 
The number of applications has levelled 
off in the past three years. Yet the four 
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main schools still had more than 3,000 
applicants for 650-odd places this au- 
tumn (although these figures mislead, 
because gifted musicians will apply to as 
many colleges as they can afford the 
audition fees for). Some instruments are 
sadly over-represented; Mr James Gal- 
way's success has unleashed a flood of 
flautists. This year, 119 hopefuls applied 
to learn the piano at the Guildhall, and 
only 12 were taken on. (If you want to 
get to music college, take up the viola; 
the Guildhall had seven places for 30 
applicants this year.) 

Britain produces many more high- 
quality musicians than it can give jobs to. 
Roughly two vacancies a week may be 
advertised by orchestras; not nearly 
enough to absorb even the graduates of 
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upbeat annual report published last 


month, recorded a 1% increase in passen- 
ger volume and a cut of some £80m in the 
loss incurred in carrying those passen- 
gers. Can the two bodies be talking about 
the same trains? 

They are. Customers note the 40% of 
expresses that arrive late; the crowding as 
trains grow shorter, to save costs; the 
buffet car that is not there—4% of cater- 
ing was cancelled last year, a figure that 
has grown steadily worse since 1981. The 
BR board, under the present government, 
has an overriding priority: to get its 
accounts in order. 

The notion of “in order” is not, in fact, 
too onerous. the 1986-87 target for cen- 
tral government grants to passenger ser- 
vices, £736m, is—in real terms—almost 
exactly what BR achieved under a Labour 
government in 1978. But, as the consum- 
er body sees it, there remains a straight- 
forward conflict between financial targets 
and the “right level of service for 
passengers”. 


the four main music schools. Whereas 30 
years ago, each vacancy might get five 
applicants, today there can be more than 
200 for each place. 

To survive, today’s musicians must be 
entrepreneurs, skilled at cultivating their 
contacts in London’s cliquey music 
world, Most of the classical ones get by 
on a mixture of teaching, filling in for 
chums who want a night off from the 
orchestra, session-playing for pop stu- 
dios, specialising in the works of a little- 
recorded composer, or playing in ensem- 
bles they have launched themselves. 

The risks do not deter new students. 
Mr Leslie East, director of music at the 
Guildhall, thinks that students who, 
some years ago, would have been per- 
suaded to train in something more prac- 
tical are now allowed to follow their 
hearts into music. They expect to be 
unemployed either way. 





OPEC plotted to cut its oil production 
for two months from September 1st. 
The markets took it seriously— 
initially at least. Prices increased by 
50% after the announcement. 


The House of Representatives 
narrowly defeated a bid to override 
President Reagan's veto on a 
protectionist textiles bill. 


Six Commonwealth countries agreed 
to limited sanctions on South 
Africa. Britain agreed to token ones. 
The Botha government retaliated 
with curbs on the trade of some of its 
black-ruled neighbours. 


Britain's ies commission 
vetoed GEc's bid for Plessey, a fellow 
telecoms group—to the relief of 
Plessey. 


The Nakasone government pondered 
scrapping its ceiling on purchases of 
foreign stocks and bonds by 
Japanese trust banks and 
insurance companies—anything to 
push up the dollar against the yen. 


To meet burgeoning demand 
Daimler-Benz is building a third car- 
assembly plant in West Germany, at 
Rastatt. 


Boots, a British chemist, made 
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BUSINESS THIS WEEK 


President Alfonsin’s government 
disclosed plans to reduce the powers 
of trade unions in Argentina and to 
lessen the government's involvement 
in wage disputes. 


An American court blocked Coca- 
Cola's attempt to buy Dr Pepper, 
another soft drinks maker. 


The London Stock Exchange is to 
relax its rules on issuing new shares: 
existing shareholders’ rights will 
diminish. 





The Dallas Cowboys can relax. The 
USFL, a few rich Americans’ instant 
alternative to the National Football 
League, has cancelled its 1986 
season. It won its monopoly suit 
against the NFL but was awarded 
$1—not enough to keep it afloat. 


Windsmoor) and then sold the 
shares at a profit, to give the gains to 


charity. 


Hill and Knowlton, owned by JWT, 
made a bid to become the biggest 
public relations company in the 
world by offering to buy most of Carl 
Byoir. 


ireland devalued its pound—the 
punt—by 8% to encourage exports. 


Sumitomo Bank is talking to 
Goldman Sachs about injecting 
$500m of capital into the private 
American investment bank. It would 
be the first stake by a Japanese 
commercial bank in Wall Street. 


A trip to Brussels by Clayton Yeutter, 
America's trade representative, failed 
to sort out the pasta trade wars—a 
tit-for-tat series of food duties 
imposed by America and the EEC 
against each other. 


Britain's monopolies commission is 
to investigate beer sales, especially 
“tied” pubs, which sell only one 
brewer's beer. 


Volvo and General Motors said 
negotiations for co-operation on 
heavy-truck operations were at an 
advanced stage. 
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American drug maker. shares in a flotation it handled (of are on pages 79-80. 
Corporate scorecard 
Net % % 
pom - eneamp Sale oncom 
Company Period $m* $m* Comment 
GKN H Jun 30 110t +6 1,600 -6 The engineering group's results shocked the City. 
Davidson H Jun 30 61 155 11 America’s last remaining motorbike mak to increase 
Harley n + + pronice S eee di sia ray wintry ncr 
Aint A 
Komatsu H Jun 30 —43 1,780 +6 The maker of earth- ipment biamed its less 
igh han ear sha ngin on hoi nc 
Pan American H Jun 30 (279) (-—32)tt 1,350 ~ tay-at-home Americans badly hurt the American airline in April 
diay but by June business had recovered. 
H Jun 30 100 -9 1,440 +3 m Swedish maker of industrial tools and parts hopes that its 
full-year profits will at least equal 1985's. 
H Jun 30 73 +110 1,320 0 ` _payngon British electronics firm's efforts to reorganise itself are 
ng off. 
H Jun 30 25t +9 1,090 Strong domestic demand boosted the beer sales of Japan's 
second biggest brewer. 
Standard Bank H Jun 30 40 +18 — South Africa's 


provision for bad debts from AET 2m to Ty oot Smis son 


H = Halt-year ended. () = Loss. "Converted at average exchange rates. **Based on local currency figures. t = Pre-tax profit. tt = Increased loss. 








: ilp toll. Spa per ar ch 
The Group asa whole 


. okt he the conditions 





















operas = : =p all of its 


putin se pa 


n a performance 
enmiderable p prog res 


Profit after iaon 
Minority interests 


de Profit before extraordinary items 
H Extraordinary items 


| Profit attributable to members 


_ Dividend 





ul amn the press releases available from the Secretary, Midland Bank plc, „Head d Otic eee 
rae oy London EC2P 2Bx, Tel: 01-606 9911 Ext. 2542, | 





_ Group Results 


















(Unaudited) 


Profit before taxation (Note 2) 
| Taxation 


_ of Midland Bank pic 


Retained profit 
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1. There have been no changes tothe accounting ERAN abhi out in thet 1985 annual report and 
accounts. The charge for taxation is based on the expected effective rate for the year. 

2. Analysis of profit before taxation of Midland Bank pic and its subsidiaries 
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interest receivable 
interest payable (Note 3) 


Nat interest income 
Other operating income 


Operating income 
Operating expenses: 
Staff 
Premises and equipment 
Other. 


Trading profit before charge for bad and ‘doubt debts. Ra 
Charge for bad and doubtful debts a PE 






Trading profit 
Share of profita ot associated compa 


Profit before taxation — 





3. interest eae includes interest ayaa on deposits, iong- term borrowings, subordinated 


loan capital and perpetual floating rate notes. 


4. The Group results forthe year ended 31 December 1985 have bean derived trom the fall. 


accounts for that year which have been delivered to the Registrar ot Compares andon nick 
the auditors gave an unqualified report. . 














WORLD BUSINESS 





The icy 


trade winds blowing 


towards Punta del Este 


America has drawn back from throwing 
the world into protectionist gloom. On 
August 6th, the House of Representa- 
tives voted narrowly against overriding 
President Reagan’s veto of the textiles 
bill. Born as the Jenkins bill, this would 
have imposed stringent quotas on textile 
imports and limited imports of shoes and 
(maybe) of copper. 

Mr Reagan, wearing his free-trade hat, 
had telephoned congressmen to persuade 
them to uphold his veto, But he has 
proved less determined in resisting the 
pressures of other protectionist lobbies. 
He has recently agreed to a subsidised 
grain deal with the Soviet Union and to a 
deal on semiconductors with Japan which 
regulates prices and market share. His 
defenders claim Mr Reagan means what 
he says when he talks in favour of freer 
trade, but he has to make some conces- 
sions to protectionist congressmen to 
keep in check domestic opposition to his 
free-trade initiatives in the General 
Agreement on Tariffs and Trade (GATT). 

Mr Reagan has presented the semicon- 
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ductor deal and the grain subsidies as 
being, in fact, anti-protectionist moves 
because they redressed unfair trade prac- 
tices by others. That argument is unlikely 
to convince politicians around the world 
who are preparing to meet next month at 
Punta del Este in Uruguay to launch a 
new round of trade-liberalising talks un- 
der GATT. Their hostility to these protec- 


tionist deals by GATT’s most influential’ 


member means the negotiations will get 
off to a bad start. 

The deals are typical of the voluntary 
bilateral agreements and other arrange- 
ments that come under the general um- 
brella of non-tariff barriers and are in- 
creasingly used to sidestep the 
jurisdiction and the spirit of the GATT. 
Excluding the Multi-Fibre Arrangement 
(MFA) which covers trade in textiles, 
there are well over 100 such agreements 
in force worldwide. World Bank figures 
show that in 1983 the United States was 
second only to France in the protection it 
got from non-tariff barriers. They affect- 
ed around 43% of America’s imports, and 
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well over half of France. Non-tariff 
barriers now affect around 43% of Ja- 
pan’s agricultural imports, 36% of the 
EEC’s and 24% of those into America. 
America’s wheat deal with Russia 
arises out of the long-running battle over 
agricultural subsidies between the United 
States and the EEC, which continues to 
resist reform of its increasingly costly and 
trade-distorting common agricultural pol- 
icy. America is to extend to Russia its 
“export enhancement programme”’ 
(EEP). This was introduced to make 
American grain competitive with heavily 
subsidised EEC grain in those markets 
where the EEC is increasing its share. The 
EEP offers exporters free grain when they 
make significant sales to specified buyers. 
America’s grain deal with Russia drew 
moans from other wheat exporters (and 
from Mr George Shultz, America’s secre- 
tary of state). The farm war is now likely 
to escalate, which means cheaper grain 
and bigger subsidies. Those that stand to 


suffer most financial damage are the EEC, 


which sold 5.4m tonnes of wheat to Rus- 
sia in the year to June 1986; Canada, 
which sold 4.7m tonnes; Australia, 3.3m 
tonnes; and Argentina, 800,000 tonnes. 
The United States sold only 200,000 
tonnes to Russia during the period. Un- 
der the new deal, America’s wheat sales 
to Russia could reach 4m tonnes, at a cost 
to America in subsidies of around $52m. 

It will cost America’s competitors 
much more. Grain-trade analysts reckon 
that the deal will eventually lead other 
wheat sellers to reduce prices by around 
$20 a tonne to do business. Lower prices, 
reduced market share and lower Russian 
wheat requirements this year mean that 
the four main competitors could see their 
revenues on wheat sales to Russia fall by 
around $400m. 

Australia threatens retaliation. Argen- 
tina says its ability to make debt repay- 
ments is affected. All other grain export- 
ers are keen to stop America extending 
the EEP to China, another big market. 
Tempers are hot, and unlikely to cool 
much before the GATT meeting. 

The semiconductor deal between 
America and Japan, which plagiarises a 
bit from previous deals on cars and steel, 
showed that bilateral agreements can go 
hi-tech. It substitutes a government-ad- 
ministered cartel for competition be- 
tween the two countries, which together 
produce over 90% of the world’s semi- 
conductors. Under the terms of the agree- 
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Japanese exporters. have become prac- 
tised moaners about the strengthening 
yen. To hear them tell it, the end was 
nigh when a dollar cost Y220: and then 
again wheh it cost Y180. This week, the 
yen touched a new. post-war high of 
¥152.8, amid louder cries of woe. Bo- 
-nuses are cut here and there but corpses 

are still hard to find. Cheaper oil and 
e four good years when the dollar aver- 


Japan’ s changing exports 
% char 





industry ein 
export volume 
{Jan-Jun 1986 over 
- Jan-June 1985) 
Colour TVs ~51.6 


Polyester fibre 


~ 20.5 
Cotton fibre +48 


+16.0 


~34.0 

: Toys ~24.0 = 
“ Binoculars -23.0 
Watches +25.8 
Cameras +14.8 


TOKYO 


aged Y238 have bought exporters ume. 
This they are using well to absorb falls in 
their export volumes and to cut costs by 
shifting production offshore, While Jap- 
anesé exporters had a particularly: poor 
first half this year, it was more because of 
slower growth in their overseas markets . 
than because they were priced out of 
them. See the table for the outlook for 
the rest of the year. 





Outlook for 1986 (Com anies’ own assess- 
ments as reported to MITI) 


Losses for anuai because of continuing a 
collapse of China market and increasing produc- 
tion in America by Japanese subsidiaries. | 


Output for full Aa Some £ 6%. 


Camera output to increase a 5% mainly be- 
cause of new models. Watchmakers’ seas 
likely to halve for full year. . 


Production cuts expected. “Prices to remain. at 
w bottom. Cotton fibre producers to make- 
josses. l 


Car exports to tali slightly in second half. Pans. | 
makers to follow car manufacturers offshore. 


Still competitive at current yen ievels. Will in- 
crease offshore production in South-East Asia. 


Production likely to fall by 20% in second half. 


Output expected to grow steadily in second half. | 
But difficult to raise export prices, so profits likely 
to be cut by half for full year. = 


Demand recovering, but industry wili have to 
cope with US-Japan :chip-trade agreement. 
More offshore local production expected. 





Rolled steel pred: 
ucts =~3.5 


__ Source: Nihon Keizai Shimbun, Miti, 


“nt, Japanese firms have to sell their 
ips at “fair” (ie, higher) prices, and 
help American firms increase their share 
f the Japanese chip market to above 
0% by 1991 from 9% today. The Ameri- 
ans, in turn, have promised to suspend 
anti-dumping duties. of up to 120% that 
jere due to be levied on. many Japanese 
emory chips. 

In the short term, the grumbles will 
ome from customers. charged higher 
rices. as a result. of the deal and from 
apanese chipmakers. But in the longer 
erm, the deal could hurt the American 
chipmakers that lobbied for the deal. It 
will encourage Japanese firms to move 
faster up-market from basic memory 
chips into more e soph ated chips like 





Overall output of crude steel to fal by 6-7% in : 
fuli year to below 100m tonnes. 


dominate. It will also encourage Ai 
can chipmakers’ customers ‘to 
abroad in search of chip bargat 
and America cannot regulate q 
South Korea’s burgeoning chip 


try—-not yet anyway. And Am icans 


may find it hard to sell more chips to 
Japan, where it has been. losing market 
share. American semiconductor compa- 
nies blame Japanese protectionism for 
this. But another reason is simply that 


Americans do not make the sort of cheap 
and cheerful chips the Japanese want for — 
consumer electronics aa and. swi 


low-cost computers. 


The past week has seen a resurgence of” 
protectionist interest in textiles. ° = 
in Congress was preceded by the negotia- ha! 
tion of a new five-year MFA, the wort! ; 








-extension of the agreement t to cover all 





mie, a linen-type fibre, is now included—~ 


‘increasingly in the past few years as a 


change, System x—which 


GEC and. Pie 
around 6 60% 


The vote- 




























































j nhappy: third- ; 


natural fibres (except pure silk) in addi= 
tion to cotton, wool and synthetics. Ra- 













to America’s delight. It has been used 


substitute for quota-restnicted cotton 
sweaters sold by Asian exporters seekin 
ways round MFA controls. Last year 
120m ramie-blend sweaters, enough to 
clothe half the population, enteredl 
America from Hongkong, South Korea, 
the Philippines, Taiwan and Macao. | 
China, which. produces most of thet 
world’s ramie, hres tel s.to withhold en- 











the MFA. So 
makes. a nonsense: of weste 
favour tree trade. Too true. 


GEC-Plessey 





| The red light 


Britain’ 's Monopolies and Mergers Com- 
mission has put the-kibosh on GEC’s £1:2 

jon ($1.8 TR hostile bid for its 
er of these com- 
ix commissioners, 








would: ‘damage ‘competition in Britains 


electronics industry. The sixth commis- 
sioner, Mr Colin Baillieu, argued (sensi- 
bly) that the damage to competition with- 
in Britain would be more than offset by the 
merged group’s ability to compete with 
larger foreign rivals. 
A combined GEC-Plessey would, 

deed, have dominated several British 
sea heady iba EE in a telecommonica- 












GEC and file have. already Sandal 
together to develop their digital ex- 
ow dominates 
the British public-switching market. 
Their combined share of the transmis- 
sion-equipment markets (optic fibre, 
multiplexors. and the like) comes to be- 
tween two-thirds and three-quarters. And 
sey between them control 
of p e market for business 
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Lord Weinstock’s eyes are still on System X 


Ericsson and Britain’s Thorn EMI, to 
provide competition to System X, and it 
has been eager to see the merger of GEC 
and Plessey’s facilities for making the 
exchange in order to reduce costs. 

BT reckons that it and its fellow buyers 
of transmission equipment are big enough 
to take care of themselves. Other custom- 
ers of Plessey and GEC were less sanguine 
about the proposed merger. The Depart- 
ment of Transport complained that the 
combined group would provide more 
than 80% of Britain’s traffic lights. But 
the conclusive objections came from the 
Ministry of Defence. GEC and Plessey 
together accounted for 73% of the £1.7 
billion spent on defence electronics in the 
fiscal year 1984-85. 

With 80% of defence procurement 
coming from British companies, the Min- 
istry of Defence reckons that it needs all 
the local competition it can get. And it 


OPEC 


— 


claims that the loss of competition from 
the merger would raise its costs by more 
than £500m over the next ten years. Mr 
Baillieu reckons there is minimal compe- 
tition between GEC and Plessey over de- 
fence contracts. The three rivals lined up 
against GEC’s massively over-budget Nim- 
rod air-radar system are all American— 
although Plessey recently cut itself in for a 
possible share by signing a joint venture 
with Westinghouse. 

Time and the future fortunes of GEC 
and Plessey will now show who is right: 
Mr Baillieu or his colleagues. The next 
issue On the minds of GEC’s managing 
director, Lord Weinstock, and Plessey’s 
chairman, Sir John Clark, is which com- 
pany will buy out the other’s stake in 
System X. Both agree that rationalisation 
and a single management would benefit 
the system’s fortunes. But both want to 
buy, not sell. 





Harmony, for how long’? 


The temporary agreement to cut produc- 
tion which OPEC’s oil ministers an- 
nounced in Geneva on August Sth, after a 
meeting spread over 17 days and two 
locations, is an admission of past failure 
which the battered and desperate markets 
decided to interpret as a grand promise of 
future success. 

Mest of the cartel’s 13 member coun- 
tries now concede that their eight-month- 
old policy of fighting for market share has 
been a costly and chastening failure, 
which Saudi Arabia always believed it 
would be. For some of the countries the 
policy has more than halved their export 
earnings. Between last November and the 
beginning of this month, oil prices 
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dropped from $28 a barrel to $7-8 a 
barrel, with only one short-lived attempt 
at a rally on the way down. Dealers as 
well as producers were longing to see 
some recovery. That is why spot and 
futures prices bounced up by as much as 
50% in 24 hours as the news of the 
Geneva deal emerged. 

This was an unwarranted over-reac- 
tion, as even the delegates themselves in 
Geneva admitted. As it stands, OPEC’s 
new deal is really a stopgap arrangement 
to cover up the cartel’s inability to agree 
on something else. The oil ministers have 
flunked yet again the real test, because 
they found it too difficult. Several of them 
would love to set rigid production quotas 


WORLD BUSINESS 


Pump pricing `’ 


Though oil prices have fallen by two- 
thirds in nine months, the demand for oil 
has been slow to respond: OECD oil 
consumption in the second quarter of 
1986 was only 3% up on the same period 
in 1985. Why? Time-lags,esluggish eco- 
nomic growth and oil company profit- 
grabbing all have something to do with 
it. So do currency movements and taxes. 

Product prices in local currencies, not 
dollar-denominated crude oil prices, are 
what determine each country’s demand 
for oil. The table shows the latest esti- 
mates of the International Energy Agen- 
cy (the oil consumer’s club) of how end- 
user prices for three main products in six 
countries moved in the 12 months to 
mid-July 1986. Only heavy fuel oil (burnt 
in power stations) has fallen as far and as 
fast as the crude oil price. It is the most 
lightly taxed oil product. 

Taxation has played a big part in 
determining what benefit motorists get. 
While the local currency price of petrol, 
excluding government duty, has fallen by 
around 40% in France, West Germany, 
Italy, America and Britain the pump 
price in Italy has fallen much less than in 
any of the others. The fact that it already 
takes a higher-than-average proportion 
of the price of a gallon in tax has not 
stopped the Italian government from 
(probably wisely) raising the duty on 
petrol again this year. The Japanese 
figures look odd, partly because they run 
only to May, partly also because of the 
rise in the value of the yen. Japan also 
buys a lot of its oil on expensive long- 
term contracts, which have restricted its 
fall in prices until now. 


Not all consumers are equal 


Percentage change in product prices (including 
tax) in the 12 months to mid-July 1986 
Petrol Heating Heavy fuel 
-48 -18.6 -64.9 
-11.7 -128 -34.2 
-16.1 -44.0 -43.5 
-18.2 -39.6 -60.8 
West Germany -26.2 -58.9 -63.5 
United States -29.0 -35.1 -46.9 


Source: IEA “to end-May 


Italy 

Japan’ 
France 
Britain 





for every other member, and see their 
own production rise. Since they cannot do 
that, in markets which they find difficult 
to monitor anyway, they have agreed to a 
plan from the Iranian oil minister, Mr 
Gholamreza Aghazadeh, that each mem- 
ber country should “voluntarily” cut back 
its production to the level it was the last 
time OPEC agreed on a set of quotas—in 
October 1984. 

This voluntary self-restraint will last for 
two months only, from September Ist. It 
is supposed to reduce OPEC’s output from 
its current high level of around 20m 
barrels a day to 16.7m barrels a day. If 
these voluntary cuts are made and if they 
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are then sustained (two mighty big ifs), 


the ministers hope that by the autumn the 
usual’ seasonal upturn in demand will 
come to their rescue. On October 6th, 
OPEC will hold another meeting at which 
the 13 will try to work out a new quota 
system. The aim of the quotas will be to 
produce only the amount of oil that could 
let OPEC members hit their public target 
of a year-end oil price of $17-19 a barrel. 
This is the highest price any oilman now 
regards as sustainable. 

The plan is likely to run into problems 
on the side of both demand and supply. 
Demand is likely to be low even by 
October, because the build-up in OPEC 
production in the past few months (see 
chart) has enabled oil companies and 
consumers to stockpile lots of cheap oil. 
Even a cold northern winter in 1986-87 
will not take as much pressure off the 
producers as it normally does. 

On the side of supply, individual OPEC 
members will still have every incentive to 
pump out more oil than the world needs. 
Quite how fragile the new agreement is 
became plainer as successive oil ministers 
started to talk about it. Both Saudi Ara- 
bia and Kuwait, which will have to make 
the biggest production cuts to meet their 
old quotas, say they intend to turn on the 
taps again at the first sign of any other 
member country welshing on the deal. 
Those who have fought long-running bat- 
tles within OPEC for higher quotas, such as 
the United Arab Emirates, say they have 
only postponed, not given up, their cam- 
paigns. Iraq, which is conveniently ex- 
empt from the new agreement, will con- 
tinue to produce flat out to sustain its 
stuttering effort in the Gulf war. 

Iran’s emergence as the agent of com- 
promise inside OPEC is not the surprise 





Mr Aghazadeh laps up his plan 
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Oversupplied 


\, Dubai spot oil price 
$ per barre! 


OPEC production 
million barrels per day 





Source: PIW 


some found it. Iran has suffered most 
from the competitive fight inside the 
cartel for market share this year. The 
International Energy Agency reckons 
that Iran’s oil revenues in the first half of 
1986 were 60% lower than in the first half 
of 1985. Nigeria and Libya suffered a 
50% drop in oil revenues. Saudi revenues 
fell by 24%; those of Kuwait by only 8%. 
These are drops for a whole half year 
when the average oil price was about $14 
a barrel. The fall in revenue suffered at 
recent prices has been much worse. Since 
the end of 1985, the collapse in oil prices 
has cut OPEC’s incume by something like 
$200m a day. 

Despite the crash, oil demand in the 
rich countries has not picked up much. 
And little non-OPEC production has 
closed down, or even been temporarily 
held off the market. Britain has refused to 
have anything to do with any global 
production-rationing deal. Some other oil 
producers are more sympathetic. After 
the announcement from Geneva, Mexico 
and Malaysia both said on August 6th 
that they would cut their output too. They 
will continue with this policy only if OPEC 
convinces them that its members can keep 
their own new act together. 


French television 


Chaîne reaction 


The upshot of a long political row over 
French television is that three national 
networks, led by the dominant TF1, will 
come up for entrepreneurial grabs at the 
same time. Together they account for 
about half of France's small-screen fare. 
The sale and reallocation of these net- 





works to private owners is set for the new 
year. The final incendiary pieces for this 
big bang were put in place by the govern- 
ment on August 2nd when it cancelled 
concessions granted only last February to 
the operators of two new commercial 
channels, La 5 and Tv6. Now these two 
will come on the market at the same time 
as TF1, the big state-run channel recently 
selected for privatisation. 

It is less than a year since the old state 
monopoly over television was broken up 
by President Mitterrand. The result has 
been chaos. The president drew fierce 
criticism for taking it upon himself to 
award the two new channels—France’s 
first ventures in private commercial tele- 
vision—to businessmen of his choosing. 
That was in February. A few weeks later, 
his Socialist government was defeated. A 
new conservative government soon 
pitched into broadcasting reform by an- 
nouncing that it intended to privatise TF1, 
the most popular, though not the most 
financially successful, of the three estab- 
lished state networks. 

Amid the chaos, a timetable for the 
permanent placing of all three channels in 
private hands has emerged. A new semi- 
independent regulatory commission for 
broadcasting is to be set up by October. 
The commission's first task will be to 
examine bids for the purchase of TF! and 
for the right to operate the two private 
channels. The prizes are expected to be 
handed out in January and February, 
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when licences for several new indepen- 
dent regional stations are also likely to be 
granted. 

The divested operators of La 5, at 
present a film-and-quiz-game network, 
include Mr Jérôme Seydoux, a French 
road-haulage chief, and Mr Silvio Berlus- 
coni, an Italian television tycoon. TV6, 
devoted to pop music and video clips, is 
run by a group led by Gaumont, a French 
film company. In ejecting these opera- 
tors, the government may have left itself 
liable to large indemnity payments. The 
original concessions were supposed to run 
for 18 years. 

Among those intent on obtaining a 
second-time-around concession are Ha- 
vas, an advertising group, and Luxem- 
dourg TV, with which Mr Rupert Mur- 
doch, a newspaper tycoon, has links. But 
the main attraction is TF1. Chief rivals for 
control are Mr Robert Hersant, a French 
press baron, and Hachette, a powerful 
publishing group. Prospective buyers 
reckon that turning the network’s current 
losses into a tidy $20m-30m profit over 
the next few years would require no 
niracle—just a couple of extra minutes of 
advertising commercials a day on top of 
the 24 minutes to which the network is 
limited under present state rules. 


Singapore printing 
Press clipping 


SINGAPORE 


Ever sensitive to its image at home, 
Singapore’s government has just passed 
through parliament an amendment to its 
Newspaper and Printing Presses Act. 
From now on—and without appeal—the 
government can limit, to any number it 
chooses, the copies sold in Singapore of 
any foreign publication deemed to be 
interfering in Singapore’s domestic 
politics. 

Interference can take several forms— 
maligning the judiciary, influencing pub- 
lic opinion on issues of race and religion, 
or imposing ideas of press freedom inap- 
propriate to Singapore society. But the 
forms are so vaguely defined that some 
fear foreign publications are being asked 
to trade their editorial independence for 
their local advertising revenue. 

All this sits oddly with Singapore's 
continuing effort to be South-East Asia’s 
centre for newspaper and magazine print- 
ing. If months of on-off negotiations bear 
fruit, the country’s printing industry may 
soon add Britain’s Financial Times to a 
distinguished list of foreign clients which 
already includes America’s /nternational 
Herald Tribune, the Wall Street Journal, 
Time magazine and USA Today; and 
Britain’s Sunday Express and (since No- 
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All the news fit to read 


vember 1983) The Economist. 

Of the international English-language 
news publications with pretensions to a 
South-East Asian readership, News- 
week—which prints in Hongkong—is one 
of the few still to spurn Singapore. Even 
the Far Eastern Economic Review, based 
in Hongkong and constantly at odds with 
the government of Mr Lee Kuan Yew, is 
likely to print in Singapore before the end 
of 1986. 

All this has a value to Singapore be- 
yond the relatively small contracts in- 
volved (the biggest local print run among 
the foreign publications is 100,000 for 
each issue of Time, followed by The 
Economist with 35,000). What matters is 
the prestige that the foreign clients give to 
what Singapore regards as an important 
sunrise industry. Printing and publishing 
has an output of around S$1 billion 
($460m) a year. It employs over 14,000 
workers in a total Singapore workforce of 
1.2m; has grown rapidly (by over 20% a 
year); and should be less vulnerable than 
Singapore’s petroleum and shipbuilding 
industries to economic cycles. 

The dominant force among the coun- 
try’s 340-odd printing firms is Singapore 
Press Holdings: its various subsidiaries 
employ a quarter of the industry’s work- 
ers and have a monopoly of the owner- 
ship and printing of local newspapers in 
English, Chinese and Malay. In the year 
to August 31 1985, the company made a 
net profit of S$76.8m on turnover of 
$$718m. If it can sustain its reputation for 
quality printing, it will find it easier to get 
into information technology—its long- 
term goal and an industry identified by 
the Economic Committee (appointed by 
the government to find ways out of the 
recession) as a sector where Singapore 
can take advantage of its skilled work- 












force and a good infrastructure. 

One problem is that the prestige of 
foreign clients can be lost as well as won. 
Critics of the government argue that the 
amendment to the press laws will prompt 
foreign papers to go to printers else- 
where, be it Hongkong or eventually 
Kuala Lumpur or even Bangkok. The 
government replies that the amended law 
gives transgressors a lesser punishment 
than the outright banning provided by 
previous legislation, and adds that the 
uncurbed circulation in Singapore of 
some 3,700 foreign publications is proof 
enough of its belief in a free press. 


Hill and Knowlton 


Byoir bought 





NEW YORK 


The trio of New Yorkers that dominates 
the public-relations business (see table on 
next page) is about to become a pair. Hill 
and Knowlton has agreed to buy most of 
Carl Byoir for an undisclosed sum. Be- 
tween them, the expanded Hill and 
Knowlton and Burson-Marsteller are 
likely to account for almost half of the 
$500m-plus which America’s top 50 PR 
companies expect to take in fees in 1986. 

Hill and Knowlton was bought in 1981 
by the JwT group, the holding company 
for the J. Walter Thompson advertising 
agency. It lost its ranking as the world’s 
largest PR company three years later. 
Earlier this year, it got a tough new 
chairman, Mr Robert Dilenschneider. 
His aim has been to restore his company 
to pre-eminence—so far by acquisition 
rather than internal growth. Burston- 
Marsteller—which was bought by Young 
& Rubicam in 1979—has, since 1983, 
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 Britain’s poor executives 


The $1m-or-so a year that Mr Robert 
Bauman will get as the newly-appointed 
chairman of Beecham, the drug com- 
pany, will sound a lot to his counterparts 
in British industry. But they (like most 
Britons) are lowly paid—not only by 
American standards but increasingly by 
the standards of the rest of Europe, too. 
Mr Bauman’s new salary is scarcely 
more than the $963,978 he got in 1985 as 
vice-chairman of Textron, an American 
aerospace and financial-services group. 
At Beecham, he will get many times 
more than the £116,859 ($173,000) that 
Sir Ronald Halstead, his predecessor, 
was paid for the 15 months to the begin- 
ning of November last year (when he was 
voted out by the rest of the Beecham 
board). Mr Bauman will also get in one 
year much more than the £407,000 that 
Sir Ronald recently received as a golden 
handshake for the premature ending of 
his three-year contract with Beecham. 
According to a new survey on execu- 
tive pay by Executive Compensation 
Service (ECS), a firm of consultants based 
in Brussels, British executives rank tenth 
in Europe on pay, behind Italians and 


been growing at about twice the rate of 
Hill and Knowlton. 

Mr Dilenschneider has already brought 
off one coup, persuading Mr Robert Gray 
to add his 185-strong lobbying and PR 
agency to the Hill and Knowlton fold last 
June. For Mr Gray it was a homecoming. 
He ran Hill and Knowlton’s Washington, 
DC office for 20 years, but resigned in 
protest when Hill and Knowlton was 
bought by JwT. He set up a rival agency in 
Washington, but this year’s offer from 


American PR companies’ worldwide 
revenues 





1985 1984 % increase 
$m $m _  o0n1983 
Burson-Marsteller 105 84 32 
(Young & Rubicam) 
Hill and Knowlton 78 69 14 
(J W T Group) 
Carl Byoir& Associates 32 31 30 
koe, Cone & Belding 
mmunications) 
Ruder Finn & Rotman 28 19 9 
(Independent) 
Daniel J. Edelman 18 14 39 
(Independent) 
green Soago &lee 17 13 26 
(D'Arcy Masius) 
Ogilvy & Mather PR 16 16 25 
(Ogilw & Mather) 
et Ao Co wh O 28 
(Independent*) 
Fleishman-Hillard i 14 40 
(Independent) 
Ketchum PR 14 11 28 
(Ketchum Comms.) 
Source: J. A. 0' 
Pav a OA by Hil nd Kaowtton in June 1986 
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Halstead was cheaper than Bauman 


above Finns (all converted into dollars, 
mind you). At the top of the pile, with 
average annual pay of $120,371, are 
Swiss executives. Britons are paid only 
58% as much as their Swiss counterparts. 
Most of Ecs’s samples are taken from 
companies with annual sales of less than 
£200m, so the salaries it lists of British 
executives are lower than those paid by 
big companies—of which Britain has 
more than most other European 
countries. 

The gap between the pay of European 
and American executives is still wide. 


Hill and Knowlton, worth some $21m to 
Mr Gray himself, overcame his hankering 
for independence. 

Carl Byoir seems to be a less pacy 
purchase. One commonly used index for 
these often secretive firms is fees per 
employee. This, though, does not take 
account of the different number of part- 
time employees at different firms. Carl 
Byoir came out at $52,000 per person last 
year (compared with a little over $60,000 
for Hill and Knowlton), one of the lowest 
figures in the business. Taking into ac- 
count the plush offices and lavish lunches 
for which PR's well groomed professionals 
are famous, that may not leave much 
profit. 

Another problem created by a take- 
over of Carl Byoir is overlap—ie, when 
rival clients end up with the same agency. 
This is familiar in the advertising busi- 
ness. When Saatchi & Saatchi bought Ted 
Bates, Saatchi lost one of Bates’s biggest 
accounts, Colgate-Palmolive, because it 
already held the account for Procter & 
Gamble, the other soaps-and-detergent 
giant. So far, there have not been any big 
mergers in the PR business to test whether 
overlap will create difficulties. But a 
glance through the two companies’ client 
list reveals a few possible conflicts of 
interest. Carl Byoir handles publicity for 
Eastern Airlines; Hill and Knowlton for 
Continental. Another uncomfortable pair 
is RCA (Carl Byoir) and Hughes (Hill and 
Knowlton), both makers of satellite 
electronics. 





Part of the explanation is that American 
executives, and those who work for the 
subsidiaries of big American companies, 
get a larger proportion of their pay as 
performance-related bonuses, and cor- 
porate profits have risen strongly. A 
recent study for the British Institute of 
Management (BIM) shows that 73% of 
directors of North American-owned 
companies in Britain had performance- 
related pay, compared with only 42% of 
British-owned (and run) ones. 

The bigger the company, the more 
likely it is to pay a straight salary and no 
bonus. Korn/Ferry International, a firm 
of management consultants, found in its 
1986 survey of British directors that only 
36% of chief executives of companies 
with an annual turnover of £500m or 
more received part of their pay as a 
bonus, whereas 57% of smaller compa- 
nies (ann...! sales of £100m or less) did. 

. In 1985, executives with performance- 

related pay did best—just. The BIM sur- 
vey found that the total earnings of 
executives of North American-owned 
companies in Britain rose by a little over 
11% last year; those for British-owned 
companies a little under 10%. Moral: 
work for an American company in a 
boom, and a British one in a bust. 


Japanese coal 


Fewer props at the 
pits 





TOKYO 


Japan is all but giving up on its high-cost, 
highly-subsidised coal industry. The clo- 
sure of at least half and maybe as many as 
eight of its 11 remaining big mines is 
under consideration. That could halve 
current production. The details will come 
when the eighth coal policy (covering 
1987-1991) is announced later this year. It 
was supposed to come out during August 
but unresolved arguments among the 
mine owners, the government and the big 
coal consumers on how to share the pain 
have delayed it. 

The Japanese coal industry has long 
fought a losing battle in trying to mine at a 
profit the thin, deep and dangerous seams 
of Hokkaido in the north and Kyushu in 
the south. Imports account for more than 
80% of Japan’s coal consumption. The 
industry has been kept going by more 
than Y1 trillion-worth of subsidies over 
the past 20 years—it is getting Y40 billion 
($260m) this year—and by a government- 
imposed requirement that the big con- 
sumers (steel mills, cement makers and 
power utilities) buy at least 20% of their 
coal from Japanese mines. 

Despite this help, the industry has 
contracted. In 1960, more than 600 mines 
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18,285 S atiners. Out- 
nnes, The oil-price rises of 
d the industry to believe 
that coal would eventually become com- 
petitive again. That expectation has been 
dashed by the fall in oil prices and by the 
rise in the yen. Falling oil prices have 
depressed world coal prices. The gap 
between Japanese domestic coal prices 
and world prices has steadily widened 
(see chart). : 

-Japanese businesses have long grum- 
bled about having to buy 20% of their 
coal at far above world prices. When the 
high yen made domestic coal three times 
as expensive as ‘imported coal, the steel 
industry, the. biggest customer, said 
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thousand Swedish investors are 
hat a meteorite which crashed 
njo what is now the Swedish province of 
atlia about 360m years ago will 


king the theory of Mr Thomas Gold, 
erican physicist, that the crater 
ie meteorite, which was about 
metres in diameter, marks the 
made” find of natural gas is 
mace, 7 





out to be their lucky star. They are. 


ugh was s enough. In June, the cil 
mills unilaterally refused to pay more 
than the world price for their domestic 
coal supplies. In response, the mines said 
they would stop producing coking coal 
(the sort that steelmakers use). 

The steelmakers (and cement makers) 
want the domestic price of coking coal, 
which is set by the government, cut by 
some Y15,000 a tonne from its current 
Y24,280 a tonne. (Steaming coal, the sort 
used by power stations, is slightly cheaper 
at Y19,970 a tonne.) The big mine own- 
ers—primarily parts of the Mitsubishi, 
Mitsui and Sumitomo groups and of the 
two Hokkaido companies, Taiheiyo and 
Hokutan—are prepared to accept a cut of 
no more than a couple of hundred yen. 
Anything more, they say, would mean an 
operating loss for them, even after allow- 


ing for their huge subsidy. 


The steelmakers’ very un-Japanese 
cracking of the consensus seems likely to 
be rewarded. The Ministry of Interna- 
tional Trade and Industry has told them, 
unofficially of course, that they will be 
exempt under the new coal policy from 
the 20% domestic purchasing require- 
ment—although the cement makers and 
power utilities won’t be. 

If the mine owners have to close more 
mines, they want government money to 
do it. They reckon it costs Y10 billion a 
mine on average to pension off the min- 
ers. Redundant miners are treated more 
generously than surplus workers in other 
industries, getting extra-large pensions to 
retire. The big groups can transfer some 
to work in other businesses, but there are 
few alternative employers in remote min- 


"ioe lover in Dalacarlia 















Mr Gold’s theory is that the impact of 
the meteorite, which made a crater 
known as the Siljan Ring, about 25 
kilometres in diameter and five kilo- 
metres deep, fractured the earth’s inner 
crust, opening up fissures through which 
methane gas from the core of the earth 
has seeped towards the surface. The gas, 

he thinks, is now trapped in a reservoir 
lying under the site of the crash. 

Mr Gold’s theory is taken ese 


_ ing areas in Hokkaido. 


The big groups that own m 
averse to more closures. Mo 
their pits from their coal di 
operations in the 1970s. They h 
sified their mining companies i 
nesses ranging from ceramics to 
markets. They have also invest 
mines overseas, particularly through 
ventures in Australia and America, Ar 
their trading arms have Cosas business 
importing coal. 
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Newspapers are now amo 
profitable businesses in A 
paper and production cos 
increases in advertising reven 
made the 14 big publicly-held: 
groups popular on Wall Street. Se 










America’s ten biggest newspaper group 


(as of March 31 1986) 
Daily Number Sunday Number 
sales ofdailies sales of Suna 






























(m) (m 
Gannett 5. 91 5.2 62. 
Knight-Ridder 3.6 e744 22o 
Newhouse 3.0 26 3I A 
Times Mirror 2.6 9o FA eog 
Tribune 2.6 T Ieo 
Dow Jones 2.5 23 04 ~ 10. 
New York Times 1.8 26 2.4 16 
Scripps Howard 1.5 20 1.7 9 
Thomson 1.5 94 1.0 47 
Cox 4.3 21 1.5 


Source: Lynch, Jones & Ryan 


enough to have won him the backing of S 
Vattenfall, the state electricity utility. It 
has put up about a third of the SKr150n 
($21.5m) required for the drilling pro-. 
gramme, which began in July. When- 
completed, some time next spring, the. 
drills will have penetrated to depths of 
over 5,000 metres and into the reservoir — 
which could hold around 800 bilion — 
cubic metres of gas. This is equivalent to — 
about one-third of Norway's annual pros- 
duction and enough to supply most of 
Sweden’s energy needs for the next 25 _ 
years. 

The rest of the money for the Dalacar- 
lia project has been raised privately, with: 
several large companies and local gov. 
ernment authorities in the area pitching . 
in. About 3,000 individual investors have 
also invested i in the project in the form of 
shares in half a dozen different compa- 
nies. These include 1,750 investors who 
in March bought shares in a co 
with the unlikely name of Anathem 
The share price of Anathema ha 
ed since drilling started in July 
point reaching as mu as ni 
issue price. a 
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Sunday newspapers owned by the New 
York Times n increased by 33%- in 
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d e generous cash iow of the large 
groups, and family squabbles among the 
smaller ones, lie behind takeovers worth 
‘$1 billion so far this year. Gannett, 

biggest group, paid $300m in May for 
the Louisville dailies, the Courier-Journal 
and the Times, previously owned by the 
feuding Bingham family. In June, the 
Times Mirror group paid $450m for Balti- 
more’s Sun and Evening Sun. 

UA few giants have bucked the trend by 
ig newspapers. Gannett has agreed 
to sell the Knoxville Journal to its editor 
publisher. Mr Rupert Murdoch’s 

News America group has sold the Chica- 
go Sun-Times to its publisher and other 
i a But these are e isolated sales, Mr 





ue è swallowing smalier c ones. The 14 
sublily-owned newspaper groups to- 
control one in four of all American 
28. and account for 45% of a 
ipe reaiatiCn. 
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and commercial operations of Gannett’s 
Detroit News and Knight-Ridder’s Detroit 
Free Press. Such mergers are exempt 
from antitrust laws under the Newspaper 
Preservation Act of 1970 if one of the 
newspapers is in danger of collapse. The 
government has ultimately approved all 
four previous applications for such joint 
operating agreements, but a recent ruling 
from America’s trustbusters has stalled 
this one. 

Mr Douglas Ginsburg, an assistant at- 
torney-general, has recommended that 
public hearings be held at which the two 
companies would have to prove that the 
Detroit Free Press would go bust unless 
the application for exemption from anti- 
trust rules was approved. ‘Without fur- 
ther evidence,” said Mr Ginsburg, “‘ap- 
proval of the application does not appear 
necessary to prevent the loss of the Free 
Press as an independent voice.” 


ICL 


A strategy for 
SUCCeSS 





Britain’s biggest computer-maker, ICL, is 
rejoining the modern world. Four years 
ago, it was struggling to sell out-of-date 
mainframe computers to customers who 
wanted to buy jazzier mini- or microcom- 
puters. Since then it has revamped its 
product line, expanded its marketing ho- 
rizons to Europe, and reorganised itself 
to focus more directly on its customers. 
The results are starting to show. In the six 


months to June 1986, icL made operating | 


profits of £43.2m—64% more than in the 
same period a year earlier. 


Although taken over in 1984 by STC, a 
telecoms firm, ICL owes its new success to ` 
strategies begun several years earlier. In- 


1981-82, ICL got nearly all of its sales from 
slow-growing markets for mainframe 
computers. Today it gets nearly as much 
revenue from faster-growing markets for 
smaller computers as it does from main- 


frames. Even more fundamental changes 


in the company have stemmed from a 
four-stranded strategy. 


@ Focus. With sales less than one-thirti- | 
eth of IBM’s, ICL cannot compete across 
the whole range of computer products. It 
has chosen to concentrate its resources on - 
a handful of European markets—includ- 


| -thanagery minds m the 
- firm has been: reorganised. Instead ol 
> large divisions for marketing, production 


biggest, now want to merge the printing - 





"ob at hand, ‘the 


and R&D, ICL now consists of small units 
of 100-or-so people, each focusing on a 
specific market. 

è Collaboration. To stretch its limited 
resources further, ICL intends to link up 
with foreign companies. Direction of 
joint ventures and the like is now a board- 
level job. So far the firm has signed an 
agreement with Japan’s Fujitsu to devel- 
op mainframe computers, and another 
with Mercury—Telecom’s small chal- 











lenge—to | transmit. -computer data 
through so-callec value-ac dded networks. 
More marketir sntur 
come—especialh 


ICL advance towards its go of l 
@ Europeanisation. ICL is trying 
European markets for retail and industri- 
al automation. It is moving the headquar- 
ters of its industrial-automation division 
to West Germany. But Europe’s markets 
are a diverse lot, particularly in the auto- 


Operating profit» 
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mation of retailers: o 7 
@ Standards. ICL is bi ching the econ 
munications standards laid down in the 
mainly European Open Systems Inter- 
connection (Ost), and in the Unix operat- 
ing system developed by America’s AT&T. 
t way it hopes to break down the 

















` technical barriers which might isolate its 


machines from potential customers. 

However promising the results of ICL’s 
new strategy so far, the firm cannot afford 
to rest on its laurels. With only 9-10% of 
its £1 billion-or-so in revenues spent on 
R&D, ICL will f rd to keep itsebroad 
product lines ate. More collabora- 
ions, or fe nets, wil be needed. 
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FINANCE 





Sumitomo takes a bite of Wall 
Street’s ripest plum 


Not content with buying American gov- 
ernment securities by the bucketful, one 
Japanese bank now wants to buy a stake 
in an American investment bank. On 
August 6th, Sumitomo, Japan’s most 
profitable commercial bank, and Gold- 
man Sachs, rated by many as Wall 
Street's best-managed investment bank, 
announced they were negotiating a link- 
up in which the Japanese bank will inject 
$500m into the American firm. 

The deal is the first of its kind between 
an American and Japanese financial insti- 
tution, and it looks good for both firms. It 
gives Sumitomo, barred from underwrit- 
ing and from dealing in securities in 
Japan, an interest in the only one of Wall 
Street's five “special bracket” firms—the 
others are Morgan Stanley, Salomon 
Brothers, Merrill Lynch and First Bos- 
ton—that is still privately-owned. The 
benefits to Sumitomo are likely to become 
clear in the longer term. But itis Goldman 
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that should prove the first to gain. 

The deal gives Goldman the chance of 
access to the formidable placing power of 
Sumitomo in Japan through its more than 
300 branches. One way to exploit that 
would be to set up a joint venture in 
London’s Euromarkets similar to Credit 
Suisse First Boston. Unlike the Swiss 
bank, Sumitomo cannot exploit discre- 
tionary accounts to sell Eurobonds. Yet it 
can tap Swiss investors through Banca del 
Gottardo, the universal bank in which it 
bought a 52.7% stake in February 1984 
for $144m. 

Intriguingly, Goldman Sachs was one 
of six foreign firms that were granted 
seats on the Tokyo Stock Exchange late 
last year, a privilege it took up in June. If 
Japan’s Finance Ministry allows it to, the 
deal will make that seat trebly useful to 
both firms. Sumitomo cannot have a seat 
in Tokyo and is only allowed to own up to 
5% of a Japanese stockbroker. 
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Weinberg likes his options open 


Goldman has not struck this bargain 
from a position of weakness. Far from it. 
Despite its private status, Goldman had 
enough capital not to follow the lead of 
Morgan Stanley, one of its competitors, 
which went public earlier this year. On 
May 30th, Goldman’s partnership capital 
stood at $963m. This exceeds Morgan 
Stanley’s stockholders’ equity as at June 
30th of around $650m and First Boston’s 
of $800m, although both these investment 
banks are publicly listed. 

The deal is subject to approval by 
Japan’s Ministry of Finance and Ameri- 
ca’s Federal Reserve Board, which the 
firms appear confident of getting quickly. 
In return for putting up the equivalent of 
34% of the enlarged partners’ equity, 
Sumitomo is to have a stake in only 
12.5% of Goldman’s profits. The Japa- 
nese bank will be only a “limited part- 
ner”. It will have no voting rights and will 
have no say in management or represen- 
tation on Goldman’s management 
committee. 

On the face of it, Goldman is getting 
the best of both worlds—a 34% increase 
in equity while giving up only 12.5% of 
the profits and no dilution of manage- 
ment control. This aspect of the deal 
brought guffaws from some Wall Street 
analysts, brought up on tales of Japanese 
infallibility. Commented one: “It’s like 
saying we won’t invite you into the dining 
room but we will take your money.” 
Little wonder, perhaps, that Goldman’s 
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segior partner, Mr John Weinberg, de- 
scribed the deal as enabling the invest- 
ment bank to meet the capital require- 
ments of its rapidly growing worldwide 
business “without foreclosing any 
options”. 

That may prove naive. For Sumitomo, 
the deal (which values Goldman at $4 
billion on the*basis of an equity stake of 
$500m buying one-eighth of the profits) is 
a foot in the door. Sumitomo may just sit 
back and enjoy its investment—for now. 
But the arrangement does threaten a 
dilution, however imperceptible at the 
moment, of Goldman’s tradition of proud 
independence. The next time Goldman 
needs capital—and investment banking is 
becoming a frighteningly capital-hungry 
business—Sumitomo will be able to exert 
greater leverage when it comes to hand- 
ing over the money, especially if business 
does not remain as buoyant as it has been 
recently for the investment banks. (Gold- 
man is reckoned to have earned between 
$400m and $500m last year before tax). 

The alliance with Sumitomo gives 
Goldman a chance to catch up with 
American investment bank rivals, Mor- 
gan Stanley and Salomon Brothers 
among them, which have chosen to go it 


Bank of China in Hongkong 


alone in Japan and are expanding their 
Tokyo offices rapidly. It is behind Salo- 
mon in trading yen bonds—Goldman has 
only just recruited a yen bond trader in 
Tokyo, seven years after Salomon—and 
remains weak in equities, where it relies 
on two research analysts for the whole 
Tokyo stockmarket, This makes it hard 
for Goldman to build relationships with 
Japanese institutional and retail inves- 
tors. Sumitomo could help. Japanese 
snobs say the tie-up could lose Goldman 
business rather than win it because other 
institutions in Tokyo are jealous of Osa- 
ka-based Sumitomo’s success. But this is 
probably sour grapes. 

Another top investment bank, First 
Boston, which is said to have rebuffed a 
generous takeover approach from Sears, 
Roebuck, the American financial-ser- 
vices-to-retail-stores group, is thought to 
be planning a similar tie-up with a Japa- 
nese financial institution later this year. 
Will independence or partnership prove 
the right way forward? Goldman’s part- 
ners may be laughing all the way to the 
bank now, But Wall Street, a place noto- 
rious for its short horizons, should re- 
member that the Japanese are above all 
long-term players. 


The sleeping lion stirs 


While top Hongkongers celebrated the 
opening in April of the Hongkong and 
Shanghai Bank’s striking new skyscraper, 
which was designed by Mr Norman Foster 
and cost $600m, another new building 
was creeping up on Hongkong island. In 
1988, when the Bank of China’s new 
headquarters, designed by Mr I. M. Pei 
and costing about $150m, is completed, it 
will tower over the Hongkong Bank. The 
symbolism is important. As 1997 ap- 
proaches, the Bank of China, which han- 
dies China’s foreign-exchange business, 
threatens gradually to usurp the Hong- 
kong Bank’s historic dominance of bank- 
ing in the colony. 

This challenge makes obvious politi- 
cal sense for China in the run-up to 
Hongkong’s reversion to Chinese sover- 
eignty. The Hongkong Bank is a centre 
of power in the colony, where it is 
known as “The Bank”. As the rescuer 
of last resort to the financial system, an 
issuer of banknotes and the biggest col- 
lector of deposits in the territory, it is 

ntrenched in the hearts and minds of 
Hongkong Chinese. 

‘pansion in Hongkong also makes 

ercial sense for the Bank of Chi- 

secretive head of a group of 14 

‘st banks in Hongkong. In 
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mainland China, its 344 retail branches 
face competition from other banks— 
such as the agricultural bank and the 
industrial and commercial bank—that 
are now allowed to take foreign-ex- 
change deposits. Its role as matchmaker 





4 ý -5 y 


Well roared, Lion 





D 4 
£3 So ea Os eae 4 tee 





between foreign investors and China 
has been reduced, first by the emer- 
gence of the China International Trust 
and Investment Company (CITIC), based 
in Peking, and then by similar institu- 
tions in other regions. 

The Bank of China’s immediate battle 
will be for the deposits of ordinary Hong- 
kong Chinese. Already, the Bank of 
China group in Hongkong has 250 
branches and holds 20% of total deposits. 
This compares with the Hongkong Bank’s 
390 branches (including a subsidiary, the 
Hang Seng Bank) and its more than 60% 
of deposits. 

Over the next few years, the Bank of 
China hopes to add at least another 100 
branches. It wants to spread beyond its 
old mainstay of workers, fishermen and 
housewives towards the middle class. Its 
weapons will be cash-card services and 
a minimum deposit requirement for for- 
eign currencies set below that of other 
banks. 

In the longer term, the biggest question 
is whether the Bank of China wants to 
emerge as the quasi-central bank in 
Hongkong: by, for instance, taking over 
the issuance of bank notes from the 
Hongkong Bank and Standard Char- 
tered; or by sharing the large fee earned 
by the Hongkong Bank from its nightly 
clearing of the territory’s cheques. Public- 
ly, officials of the Bank of China deny this 
ambition. Privately, they say otherwise. 
The Bank of China has already spoken 
out on regulatory reform, and recom- 
mended setting up a deposit insurance 
scheme as well as an interbank discount 
window to assist local banks. 

The Bank of China played a part, albeit 
a low-key one, in the election of the chief 
manager of the Bank of East Asia, Mr 
David Li, to the colony’s legislative coun- 
cil. And the bank has been prominent in 
rescuing ailing companies and banks, the 
most recent examples being emergency 
credits extended to the Ka Wah Bank and 
Orient Overseas, the holding company 
for the Tung shipping group. 

The Bank of China’s moves are part of 
a wider shake-up of Chinese banks that 
followed last year’s surprise dismissal by 
Mr Deng Xiaoping, the Chinese leader, 
of the Bank of China’s president, Mr Jin 
Deqin. His subsequent appointment of 
Mrs Chen Muhua to head the state bank, 
the People’s Bank of China, deprived the 
Bank of China of its former political 
clout. Though no financier, Mrs Chen is a 
political flier, having survived the stigma 
of promotion during the cultural revolu- 
tion to become a trusted member of Mr 
Deng’s team. This means the Bank of 
China has to funnel decisions through 
Mrs Chen rather than reporting directly 
to the state council. 

She has appointed a new president for 
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The gingerbread comes off gilts 


Britain's gilt-edged (government bond) market is an increasingly danger- 
ous place. Turnover for the first six months of this year rose by 51% to 
~~ billion ($278 billion). Prices are beginning to fluctuate more widely, 


One reason is London’s forthcoming 
deregulatory “Big Bang”. Twenty seven 
institutions are poised to become author- 
ised market-makers in gilts from Octo- 
ber 27th. This may mean more violent 
hour-by-hour trading swings as highly 
paid dealers try to prove they are not 
overpaid by flexing their muscles in a 
market that used to be a cartel dominat- 
ed by two jobbers. 

Market sentiment is the other reason 
that short-term trading in gilts is becom- 
ing increasingly speculative. Market 
views diverge wildly. The glum say that 
the political risk of a Labour govern- 
ment, the status of sterling as a vulnera- 
ble petrocurrency, volatile oil prices and 
out-of-control growth of Britain’s money 
supply all dictate caution. The cheerful 
retort that, with long-dated gilts offering 
real yields of up to 7%, the market has 
discounted most bad things that could 
happen to it. 

The difference between yields on 
American Treasury bonds and long-dat- 
ed gilts is higher than at any time since 
1982—and in gilts’ favour. Yields are 
almost two percentage points above 
America’s and almost four points above 
those in West Germany and Japan. 

Foreign investors—mainly Americans 
and Japanese—have nibbled at gilts in 
recent weeks, but are not yet ready for a 
three-course meal. That could change 
quickly. Gilts traders began the year 
fretting about the consequences of the 
free-falling oil price for sterling and the 
British government’s finances. They 
then forgot about oil and joined the 
American bond market in staging a 
three-month-long party. 

Gilts have lost ground since April. The 
Slide was partly due to profit-taking, for 
markets never go up in a straight line. 
New worries in the City about politics 
and the money supply also brought out 
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What premium for Labour's Kinnock? 


the sellers. So is the market in for a new 
round of high prices and low yields? 

The chance of a change of government 
after the next election (date unknown) is 
already worth a one percentage point 
premium on yields, the City reckons. 
Before the 1983 election the gilts market 
demanded a premium of two points, 
despite the Conservative government's 
strong showing in opinion polls. So, with 
the risk of a Labour victory rising, by the 
time the election is called the premium 
could have risen by at least one more 
point, and probably by even more if the 
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opinion polls are running badly against 
the Conservatives. The uncertainty will 
tend to keep yields high. 

So will continuing fast growth in Brit- 
ain’s money supply. The broad money 
measure, sterling M3, is growing at an 
annual rate of 19}%, well above the 
official target range of 11-15%. Gloomy 
City economists use the credit boom of 
the early 1970s, which presaged rapid 
inflation, as a guide to what might hap- 
pen now. Monetary expansion and esca- 
lating bank lending—up £3 billion, sea- 
sonally adjusted, in the four weeks 
ending on July 16th—will, they predict, 
mean renewed inflation when the once- 
off effect of lower oil prices has been 
absorbed. Williams de Broe, a stock- 
broking firm, reckons long-term gilt 
yields will be back over 10% by 1988. 

There may be some muddle here be- 
tween cause and effect. In the short 
term, rises in real interest rates can have 
a perverse effect on broad monetary 
growth. When inflation is falling and 
nominal interest rates are static, people 
put more of their spare cash into inter- 
est-bearing deposits (now 74% of ster- 
ling M3) to get high real yields. 

Concern about tomorrow’s inflation is 
unlikely to deter foreign investors from 
buying gilts today. They look, in the 
short term at least, for the highest rela- 
tive nominal yield. Here gilts beat com- 
parable investments in other leading 
currencies. 

There is also a good chance of capital 
gains on gilts. The City is still expecting 
further falls in British interest rates this 
year, triggered by West German and 
Japanese cuts by the end of August or 
early September. It suspects that, as 
happened with British Telecom, the gov- 
ernment will try to prime the stockmar- 
ket before its £5.5 billion-6 billion flota- 
tion of British Gas in November by 
cutting interest rates. And many finan- 
cial advisers are telling foreigners that 
they think the pound is more likely to 
rise than fall over the next few months. 

Britain’s chancellor of the exchequer, 
Mr Nigel Lawson, wanted Britain to join 
the European Monetary System earlier 
this year. The gilts market would have 
liked to see sterling guided by the West 
German Bundesbank. Britain’s prime 
minister said no, Instead, unofficially, 
Mr Lawson targeted sterling at DM3.30- 
3.40. It worked until July, when sterling 
became foreign-exchange traders’ fa- 
vourite sell. The pound slumped to a low 
of DM3.06 on August 4th. 

The authorities have sensibly let ster- 
ling fall, determined not to be stamped- 
ed into interest-rate increases by short- 
term market movements. But if 
gilt-edged prices are to start rising again, 
and yields to fall, sterling will need to 
recover a little lost ground. It got some 
help this week from a stronger oil price. 
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the Bank of China, Mr Wang Deyan. This 
sparky 54-year-old Shanghainese is in 
sharp contrast to some of the bank’s more 
aloof Peking mandarins. He slogged for 
18 years in the middle ranks of Bank of 
China’s Hongkong branch, followed by a 
secondment to one of the bank’s new 
merchant-banking joint ventures there, 
and then cafapulted to Bank of China’s 
vice-presidency in May 1984. His long 
experience of Hongkong may be the key 
to his rapid rise. 

Change is apparent. One foreign bank- 
er in Hongkong says he recently received 
a telephone call from a junior offical at 
the Bank of China, asking for an explana- 
tion of the fine print in a syndicated loan. 
“That means that he wanted to under- 
stand, which is something new; that he 
was allowed to take the time to read it, 
which is also unusual; and that he was 
allowed to make the phone call from 
Peking to Hongkong, which in the Bank 
of China is really amazing.” 

The Bank of China has 15 branches 
outside China and Hongkong, and in the 
next five years will add more in the 
Middle East, Western Europe and Latin 
America. Last year, its group extended 
more than HK$9 billion ($1.15 billion) in 
loans for trade between Hongkong and 
China and earned a net profit of Rmb1.8 
billion (about $490m), 23.3% more than 
in 1984 and 53% more than in 1983. Its 
total assets reached Rmb260.5 billion 
($70 billion), 30% more than in 1984. 

Between them, the Bank of China and 
CITIC have floated a total of 16 issues since 
1982 on the international capital markets. 
Recently the Bank of China tested the 
Strength of its name with an issue of 
$200m of floating rate Euromarket notes 
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in Frankfurt in June underwritten by, 
among others, three British banks. China 
has yet to make good on millions of pre- 
revolutionary bonds, and the British 
banks’ participation went directly against 
the guidance of the Bank of England, 
which is still negotiating over the default- 
ed paper. Barclays, Standard Chartered 
and Kleinwort Benson participated 
through foreign subsidiaries. This showed 
the limits of the Bank of England’s ““mor- 
al suasion”’. It also marked the emergence 
of the Bank of China as an institution to 
be reckoned with. 


Tan Koon Swan 


Out of the Pan... 


SINGAPORE 


Mr Tan Koon Swan’s trial in Singapore’s 
criminal court, set for August 12th after 
months of adjournments, is a prospect to 
intrigue the public and alarm politicians. 
Mr Tan is a 46-year-old Malaysian who 
rose from selling dumplings to head one 
of South-East Asia’s biggest business em- 
pires. That empire was shattered in No- 
vember 1985, when Pan-Electric, a ma- 
rine salvage and construction company 
which he effectively controlled, failed to 
meet a debt repayment and collapsed 
with S$450m ($207m) of debt on its 
balance sheet and another $$140m in 
forward contracts to buy shares. Mr Tan 
faces 15 charges, ranging from stockmar- 
ket fraud to criminal conspiracy—and, if 
found guilty, could be jailed for life. He is 
pleading not guilty. 

The alarm is that Mr Tan could soon be 
a minister across the causeway in Malay- 
sia. Shortly after the Pan-Electric col- 
lapse—which led to the temporary clo- 
sure of the Singapore and Kuala Lumpur 
Stock Exchanges—Mr Tan became presi- 
dent of the Malaysian Chinese Associa- 
tion (MCA), a leading component of Ma- 
laysia’s “National Front” coalition 
government. Moreover, Mr Tan, who 
was freed on bail in Singapore of $$40m 
provided largely by Mr Robert Kuok, a 
Hongkong-based businessman, won a 
parliamentary seat in Malaysia’s general 
election on August 3rd (see page 17). 
Normally, this would virtually guarantee 
him a seat in the new Malaysian cabinet. 

So what happens next? Mr Lee Kuan 
Yew’s. government in Singapore is 
shocked by the loose practice revealed by 
the Pan-Electric affair. Firms were bor- 
rowing money to buy other companies by 
selling shares they already held to bro- 
kers, and were pledging in forward con- 
tracts to buy them back later at a higher 
price. The brokers in turn borrowed from 
banks by using those same forward con- 
tracts as collateral. All would have been 





Tan the politician 


well had the stockmarket kept rising. Bu 
it crashed as soon as Pan-Electric’s pligh 
became clear, leaving the stockbroker: 
and their clients responsible for forwarc 
contracts worth some $$600m. 

Official instincts in Singapore are tc 
mete out an exemplary punishment tc 
anybody guilty of illegally profiting from 
this foolishness. But if Mr Tan is founc 
guilty, Singapore could be embarrassec 
to have a cabinet minister from a friendly 
neighbour languishing in a prison cell. 

There is, anyway, a chance that the 
charges against Mr Tan could be reduced 
He is trying to reach a settlement on some 
of the $$100m contracts attributed tc 
him. N. M. Rothschild, the British mer 
chant bank, is negotiating an arrange 
ment to relieve three local stockbroker: 
of the forward contracts they have beer 
left holding—but at a price. Only $$14n 
is guaranteed for contracts which have < 
face value of around $$40m. 


Stockmarket funds 


Trust in foreigners 
for Tokyo 





TOKY 


Tokyo has proved the best buy among bis 
stockmarkets so far this year. Its Nikke 
index has risen by 33.1% so far this year 
compared with rises of 15.6% in New 
York’s Dow Jones Industrial average anc 
11.9% in London’s Fr-Ordinary share 
index. Non-Japanese investors  alsc 
gained from the yen’s 28% rise agains’ 
the dollar and 25% against sterling, whict 
helped the Nikkei index to rise by 71% ir 
terms of these currencies. 

All of which could mean that Tokyc 
stocks are overvalued. The Japanese 
economy is flat. Japanese exporters are 
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30th June 86 

in yen terms 
3months 1 year 
apan Performance +177 +716 
Capital Strategy Japan +10.3 +66.1 
-Japan Smaller Company +140 +64.7 
-` dapan Performance +8.0 +63.1 
daptest +10.7 +63.0 
juel Japan Technology Trust +42 +7.2 
g Japan Technology Fund +63 459 
itibank = Yen Fund +0.1 +611 
-Special Growth +66 +32 
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“Fund name 30th June 86 

ge in yen terms 
3months 1 year 
c.b. stock unit +17.0 +29.7 
New Balance +176 +26.4 
ai ict Troika 84 +16.3 +244 
apan Sec Bond stock +16.7 +24.2 
sahi Bond stock unit 83 +158 +22.8 
+86.5 +77 
+3.55 +59 
+3,5 +55 
r. 42.9 +54 

: d- oo 

anyo or-dom. stock/bond fund +7.3 +27 


furce. Toshi Shintaku Jijo 


seing squeezed by a strong currency in 
overseas markets. But, if you still want to 
mvest-in Japan, the best way into a 
volatile market that is a dangerous place 
sor the amateur is to buy a unit trust or 
und invested in Japan. 

The table above shows the best and 
worst five performers among funds spe- 
cialising i in Japan but sold overseas, over 
‘he three months: to Jane 30th and the 





ward os wrong, but a tew still did. The 
able’ expresses gains in yen terms, in 
order to strip out currency gains and so to 
vompare foreign funds with those sold 





















or male (eg, Bar- 
ogy fund) fared rela- 


ers ‘and high-tech firms fell with 
profits. Those that switched to do- 
-businesses and had a flexible in- 








ers by Japanese brokers did not hit 
nks; indeed, Nikko’s New Gen- 
fund was bottom, with a 1.1% 
ie latest year. 
apanese investors. As the bottom 
he table shows, unit trusts sold in 
by Japanese firms had a dismal 
ord over the past year as a whole. Part 
he explanation is that unit trust subsid- 
are often poor relations to the big 
ik jumping grounds both for 


x “Ties a 


tment’ brief did best. Funds sold to | 


opie | and for duff stocks 


er than on bank deposits or the medium- 
term government bond funds offered by 
brokers. In recent memory at least, the 
risk of losses has been small. 

Last year’s gains are always a danger- 
ous guide to where to invest now. Foreign 
investors cannot expect another 50% cur- 
rency gain, though there is a reasonable 
bet of a further 10% appreciation of the 
yen against the dollar and sterling in the 
coming 12 months. The stockmarket 
looks riskier. The Nikkei index tumbled 
by 3.5% in the ten days to August 5th 
because of bleak prospects for company 
profits and the economy. There is still so 
much cash floating around in Japan that a 
revival cannot be ruled out. But the going 
looks bumpy. 


Life assurance in Britain 


Foot in door, fee in 
pocket 


British savers put more than £13 billion 
($195 billion) a year into life and pension 
policies without knowing how much the 
assurance firms rake off. The answer is a 
lot. Mr Geoffrey Bernstein, an actuary at 
City University, estimates that total 
charges amount to about 20% of premi- 
ums paid for an average 20-year pension 
policy. Yet, despite objections from the 
House of Commons standing committee 
on the Financial Services Bill, the indus- 
try’s new regulators, the Securities and 
Investments Board (SIB) and the Market- 
ing of Investments Board Organising 
Committee (MIBOC), still plan to allow 
insurers to hide their fees. 

Pension and life assurance premiums 
are heavily frontloaded—ie, most of the 
commission costs are paid from the first 
few years’ premiums. So policy-holders 
who want to cash in their policies early 
find they have nothing much to cash. Mr 





panies to tell customers what the: ‘surren- 


-held by the parent brokers. s ae do o e 
Ja apanese buy unit trusts? Yields are high- 


20-year pension plan) ant 
second-year premium. It mi 
for some of the 30m British pol 
not to bother and just keep the 
under the bed. 

After pressure from Mr John Bu 
Conservative member of parliam 
Bournemouth West, Mr Mich 
ard, Britain’s minister f 
consumer affairs, referred. 
MIBOC, in March. In the 
end of July, the regulat 
companies that offer unit-lin 
which put premiums minus ¢ 
trusts, should stop baffling 
scattering references to fe 
policy contract. They shou 
commission charges clear 

But MIBOC was far mor 
with-profits policies, whic! 
about 60% of all long-term 
in Britain. The problem with this 
policy is that all the premiums re: 
are pooled, along with some othe 
of income, into one fund from | 
expenses are met. According to Mr B 
Corby, chairman of the Associatio : 
British Insurers, firms have no idea: how | 
much each type of policy costs, and any. 
attempt to estimate would be bound to be > 
wrong. MIBOC does want insurance com- 













































der value of their policies will be if ‘the 
cash in early. | 

Mr Butterfill remains convinced ‘that 
firms could work out their costs for with- 
profits policies if they wanted to. A report 
by the Institute of Actuaries published in 
April showed that life assurers are bad at 
cost control compared with manufactur- 
ing industry. And nobody is asking for 
actuarial precision-—just a ready reckoner 
with which savers can make well inforr 
choices between competing | produc 
There is still hope. Mr Butter pi 
encourage others to push the issue 
House of Lords, where the Financi 
Services Bill will move on October 14th. 









Officials, politicians and some 
unhappily co-opted financiers are 
redrafting the City’s rules—and 
getting more brickbats than bou- 
quets for it. A financial services 
ii: making the laws on investor 
rotection more stringent is sup- 
posed to receive royal assent by 
the end of October, but it may be 
elayed by mounting worries in 
Vestminster and the City that the 
proposed legislation represents a 
hopeless muddle. Even if the bill 
meets this deadline, the new reg- 
atory system it makes possible 
ill not be fully in operation until 
the middle of 1987—seven 
months after the “Big Bang” on 
October 27th blows up fixed com- 
-omissions and other restrictive 
~ practices in the City. 

The proposed new regulatory 
: framework tries to bridge the gap 
between the old financial world 
and the new. Under the old sys- 
tem, markets and financial insti- 
tutions have mostly made their 
own- rules, or been supervised 
informally by the Bank of Eng- 
land. Under the new system, self- 
regulatory organisations (SROs), 
` including the Stock Exchange, 



























lation, but a new body—the Se- 
curities and Investments Board 
18)-—will oversee them. Firms, 
dividuals and exchanges in- 
olved in selling or advising on 
fadable investments—including 
pooled investments” (unit trusts 
nd life insurance) as well as 
raightforward securities and fi- 
ancial futures—will come within 
its territory. 

Rules in the City had been 
getting tighter in the wake of 
various financial scandals that 
etter. regulation, ‘better en- 
forced, might have prevented. 
The pace of deregulation has ac- 
celerated this. Firms are. being 
allowed to do more things than 
efore, but are having to back 


ee 





the public and. th ) 
more about what they are trying 
to do. 

The us for revamp 
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vising Piles of financial conduct that are new 
) the City and to markets elsewhere. The attempt to 
da fresh way of combining statutory with self-r 
that retains investor confidence without cramping t 
kets is proving slow and controversial. This, the second in a 
series of Big Bang Briefs, looks at how it may work 


: will remain the first line of regu- 


with more capital and tell 





ulation 
e mar- 


ain’s investor-protection laws be- 
gan before “Big Bang” was even 
a flicker on a securities trader's 
screen. In 1981, after a couple of 
minor City collapses hit the head- 
lines, the Department of Trade 
and Industry (DTI) commissioned 
Professor Jim Gower, a legal ex- 
pert, to look at ways of improving 
investor protection. By the time 
he recommended in 1984 that the 
hodge-podge of law, self-regula- 
tion and custom be overhauled, 
the rapid transformation of the 
securities markets was dictating 
broader solutions to different 
problems. Today, some 600 
amendments later, the financial 
services bill which has emerged is 
a dog's breakfast, but the only 
meal in town. 

SIB is to derive its authority 
from powers delegated to it by 
the trade secretary, once he him- 
self is given them by the new act. 
It will become a crime to carry on 
an investment business without 
authorisation. SIB and the organi- 
sations it recognises will give such 
authorisation and will give it only 
to firms that meet certain re- 
quirements. These criteria will be 
based on general good-house- 
keeping principles set out by law. 
The new system is thus an inge- 
nious, but slightly queasy, amal- 
gam between statutory and self- 
regulation. 

If all goes to schedule, the 
system will be set up more or less 
as follows: SIB is writing its own 
rule book, containing a code of 
business conduct that firms must 
follow and other regulatory 
points. This will set a standard for 
the SROs’ own rules. The director 


general of fair trading will then 
vet the rule book to satisfy him- 


self that it will not foster the cosy 
cartels that Big Bang is supposed 
to explode. Once the act is 
passed, SIB will send its rule book 
to the trade secretary for his 
approval. He will then ask Parlia- 
ment to delegate powers to SIB, 


perhaps in early January. 


By then, all SROs are supposed 
to have their rule books ce ready so 


hem: too. By the 


ctor ge 


SIB may have recognised about six 
organisations. These bodies will 


then sift applications from invest- 


ment firms and- individuals. = 
will authorise directly, 
though it hopes most will noe 
SROs. By the end of May, per- 
haps, different kinds of firms will 
be sorted into different SROs. 

The trickiest decisions involve 
just how much authority SIB itself 
is to have to control SROs, to 
investigate and to prosecute. If 
SIB is too strong, It may drive 
business, especially in Eurobonds 
and blue-chip equities, offshore; 
if too weak, investors may suffer. 


A year and a half ago, politicians | 


and City folk were anxious to 


keep SIB’s authority to a mini- i 


mum. This attitude has graduall’ 
changed, partly because of funny 
business at Johnson Matthey 
Bankers and continuing scandals 
at the Lloyd’s insurance market. 
So sip looks likely to emerge 
with enough legal powers, if tor- 
tuously delegated, to do its job. 
The board will be able to tell 
SROs when their rule books need 
changing or better enforcing. SIB 
will also have decent investiga- 
tory powers. And the trade secre- 
tary will delegate to it the power 
to prosecute—first, firms or peo- 
ple caught practising without 
authorisation, and later, perhaps, 
those committing other offences. 
The next task is distinguishing 
the job of SIB and its sRos from 
that of other main regulatory 
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able: ce of self-regula 
tion, the panel has chosen not ts 
taint itself with the diluted statu 
tory backing the new bill pro 
vides. It looks set to wither away 
Once the fiefs settle down, reg 
ulators will still have to work ou 
how to talk to each other, espe 
cially as more firms are doin 
more things across regulator 
boundaries. Where banks, for in 
stance, also deal in securities, th: 
Bank of England and the Stoc! 
Exchange may both be involved 
where gilts dealers are con 
cerned, they definitely both wi 
be. Regulators have agreed, d 
course, to exchange informatior 
and also that there should be 













































more importan the kc 
how far to co-operate 
eign regulators, as markets, prc 
fessionals and investors becom: 
ever more international. 


The self-regulators 

Drawing lines between the sell 
regulatory bodies has been hard 
too: the chart (opposite) show 
the not-entirely-logical grouping 
into which. securities firms, in 
vestment ‘managers, life insur 
ance companies and the like ari 
supposed to fit. The figures fo 
budgets and staff are rough esti 
mates of what will be likely whet 
new rules are in place; the ment 
bership figures are real today 














Who regulates what: 
SIB system DTI Bank City panel 
securities markets insurance Van gilts markets takeovers 
exc. gilts slag law compliance wholesale money and. and mergers 
futures markets incl. prospectuses, foreign exchange- AT 
unit trusts insider dealing, markets 
insurance broking . commercial fraud bullion. 
fund management some responsibil ity for banking 
investment advice unit trusts, Lloyd's | 
corporate finance advice 
bodies, especially the DTI, the Only one of the half-dozen be d 


Bank of England and the City 
panel on takeovers and mergers. 
All financial centres face the 
same problem: too many regula- 
tors with partial responsibility 
leave strategic gaps (while the 
regulated are confused trving to 
meet so many differing require- 
ments); too few regulators, and 
overworked staff, lose all-impor- 
tant detail. The table shows how 
the division i is driter to: y oik, 









responsible ir policing 
trading. Even more curio 
fate of the free-standing 
tary takeover panel. a 


i 2 aoa (ISRO) 
der Wall Street's fine: 
is the: City’ 8 most ambitious. The cor: 





ies has any real record of regula 
tion: the Stock Exchange. Tw: 


others (NASDIM, now part of 


bigger group, and the APBD) ha. 
only a rudimentary existence 
The rest are inventing themselve’ 
as fast as they can. The idea i 
that while a diversified grou’ 
may have to join several SROS 
each firm within the groyip nees 


apply to only one. 


_ One big frontier still remain 
undefined: that of the Interna 
tional Securities: Regulatory Or 
sed o 
st abetted by the 
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Stock Exchange 













Throgmorton Street EC2 
Tel: 588 2355 






foreign securities underlies border disputes with ISRO. 
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assurance anal giit trusts, 


assional, Eurobond market. The 
wowing trade in international 
quities has thrown up a chal- 
enge to the Stock Exchange, 
*hich has ambitions in that area, 
oo. Long negotiations between 
RO and the Stock Exchange 
bout whether, and how, to link 
aay produce something in the 
tumn. 

<The difficulty of handling the 
jternational securities houses— 
vyhich deal mainly off the Stock 
ixchange—led SIB to think up a 
ew category to sub-contract 
sork to: “recognised investment 
xchanges” (RIES), These are ex- 
Ihanges that meet SIB-set stan- 
ais of price reporting, transac- 
aon clearing, etc. 

The Stock Exchange and Lon- 
n’s futures markets are the 
abvious ones that will be recog- 
ised. The Association of Invest- 
ment Brokers and Dealers (the 
urobond houses’ trade associa- 
kon) is €xpected to come up with 
srocedures that will fit it for rec- 
sgnition, too. A host of foreign 
kock and futures exchanges may 
wecome associated too. 

‘sip has been criticised for its 
sonduct-of-business rules, which 
t began publishing i in draft form 
m February. Revised after much 
msultation with pracihoners, 





































Chief executive: Geoffrey Knight Staff: 160 
Cost: £7m Members: 208 firms 


The prototype for mast of the newer SROs, the Stock Exchange mainly 
lenks after market-makers and broker/dealars in British government amd 
corporate securities. The growing involvement of its bigger members in 


22 Great Tower Street EC3 Tel: 283 4814 


Chief executive: John Grant Staff; over 50 full-/part-ti 
Cost: £1.3m Members: 1,180 firms 


Merging NASDIM (the National Associatian of Securities Dealers and 
fnvestenent Managers} and the barely born LUTIRG (Life and Unit Trust 
intermediaries Regulatory Organisation}, the body will include a wide 
range ot smaker securities firms and independent brokers of life 









in early September, 


premises with it. 


SIB’s rules cover what firms must 
tell their clients and do for them, 
how they must guard against 
abuses of internal conflicts of 
interest, what marketing tech- 
niques may be used, how clients’ 
cash is to be safeguarded and so 
forth. 

The rules are not without in- 
consistencies. In theory, stan- 
dards are equivalent in all the 
SROs. But despite the reforms 
proposed for the life assurance 
industry (detailed in The Econo- 
mists Life Assurance Brief on 
July 16th), its salesmen are still 
allowed to ‘‘cold call” (approach 
strangers) and conceal significant 
information about their charges 
while sellers of securities are not. 
Not everybody believes that the 
rules do enough to make diversi- 
fied financial firms run conflict- 
ing businesses separately. Yet 
ISRO members, whose dealings 
are almost always with other pro- 
fessionals, argued that the pro- 
posed rules designed to protect 
relatively unsophisticated indi- 
viduals were too restrictive. They 
lobbied successfully for changes. 

Many City firms are unhappy 
with the rules—as they would be 
with almost any rules. Their criti- 
cism centres on three things: 

@ The lack of firm capital-ratio 





3 Royal Exchange Buildings EC3 
Yel: 283 2474 


Chairman: Sir Kenneth Berrill Staff: 100 
Cost: fëm 
New City watchdog SIB is supposed to raguiate through the SRDS. 
making sure that they impose high and comparable standards on their 


own members. SiB itself will register (as few as possible} qualifying 
investment firms that de not join a SAD. 


international Securities Regulatory Organisation 
45 London Wail EC2 
Tel: 256 8823 


Chief executive: Jonathan Agnew Stafi; 25 
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Eurobonds) traded outside the Stock Exchange, and deal mainty with 
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investment Management Regulatory Organisation 
45 London Wail EC2* 
Tel: 258 7261 ext 4731 


Chief executive: John Morgan Staff: 35 
Cost: over £1.5m Members: none 


With 1,000 potential members among the merchant banks, investment 
trusts, pension fund managers, unit trust managers, insurance 
companies and other firms that manage peapie’s money, IMRO was 
once expected to marge with LAUTAO and will share 
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rules on the size and form of 
assets that firms must have to 
back different activities. Over- 
lapping supervisors have made a 
difficult problem worse. The 
Bank of England came out with a 
consultative paper on July 28th 
on capital for banks that also do 
securities business. SIB has circu- 
lated a proposal to its SROs sug- 
gesting an approach to defining 
ratios. Firms are impatiently 
waiting for the numbers to be 
filled in. 

@ The cost of regulation itself. A 
quick totting up of budgets in the 
chart puts the total at close to 
£20m a year. It is not all new. The 
Stock Exchange already costs the 
City money. Still, the £20m figure 
is almost certainly an underesti- 
mate, and to it should be added 
more costs for policing exchanges 
as well as firms. Is it excessive? 
America’s Securities and Ex- 
change Commission has a budget 
of more than $100m a year. De- 
spite this, SIB’s own £6m ($9m)-a- 
year running cost remains 
controversial. 

@ Investor-compensation funds. 
SIB wants a centralised approach 
to paying back investors if a firm 
goes bust—be it a guaranteed 
bank line of credit, a fund into 
which members pay levies, an 
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insured scheme or a combination 
of the three. But sROs with good 
schemes of their own (eg, the 
Stock Exchange) are not keen on 
financing other, less experienced 
parts of the industry. 

Regulators are never popular, 
new ones least of all. Even so, SIB 
and drafters of the financial ser- 
vices bill have recently been de- 
moralised by their critics. A sur- 
vey commissioned by Deloitte, 
Haskins & Sells, an accounting 
firm, found that fewer than one- 
fifth of securities firms (British 
and foreign-owned) believe the 
bill will provide a workable 
framework of regulations. Fewer 
than three-fifths think the $1B will 
retain its political independence. 

The new system is clearly not 
without its flaws. They are not 
fatal. The regulators will modify 
their rules as they gain experi- 
ence. Practitioners will criticise | 
less loudly when they learn how 
to bend them. Even the best 
rules, impeccably enforced, do 
not stamp out fraud, incompe- 
tence or bankruptcy. They mere- . 
ly deter some dishonest people 
from cheating and detect sooner _ 
some of those they fail to deter. 
The bigger truth is that firms will- 
be as honest as the market 
demands. 
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he Challenge of Private 
Pension Funds 


Presenttrends and future developments in 
-industrialised countries. 


nthe USA and UK the pension funds playa 

' major role on capital markets, now being 

- extended on to the global scene. But private 

: pension provision is due to expand in all 

OECD countries as old age dependency 

ratios soar into the next century. Will the 
funds begin to play the same role in 
continental Europe and Japan? This report, 
based on an international conference held 
this spring, considers current and future 
Strategies. 
No. 1058 Price: UK & Europe c45: N. America |; 
US$73; Rest of World £48 | 
Published August 1986 


The Future of the Building 
Societies 
heir sratogios a and prospects tothe year 


w many büllding societies wi in be banks by 
he year 2000? This report surveys the 

cieties own expectations of their structure 
ind priorities after mid 1987, when their new 

edoms to compete in financial markets 
come into force. Their plans to enlarge their 

SE rvices are examined in the light of the 
customers, the costs and the competition. 

< The third in a new series of reports from the 
publishers of Crawford's City Connections. 
No. 1057 73 Pages Price: UK & Europe £90; 
N, America US$140; Rest of World £93 
Published July 1986 


} Innovation in the US Mortgage 
Market to 1990 


ne TheUS: mortgage market has changed 
dramatically in the past decade — and its 
_ dnnovations are now spreading abroad. 
_ This report, written by a New York expert, 
“analyses and forecasts the growth of the 
“secondary mortgage, the spread of 
‘securitisation, the rise — and fall — of 
_ adjustable rate mortgages, the prospects for 
-electronic mortgage networks, and the US 
„market's burgeoning international links. 
No. 1051 Price: UK & Europe £130; 
N. America US$200; Rest of World £133 
Published June 1986 


Going Public 


A Report on the Markets in Unlisted 
Securities 


This study: compares the attractions of the 
‘USM and OTC for companies and investors. 
Htlooks at their relative performances against 
the official list, estimates the poo! of potential 


__ high fliers and the hidden costs of flotation. 


‘No. 224 89 pages Price: UK & Europe £95; 
; Amarica US$175; Rest of World £98 
l = 1985 


considers ihe sein athe competition, 

stability and growth. 

No. 222 101 pages Price: UK & Europe £75; 
N. America US$140; Rest of World £78 
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The New Caribbean Deal 
The Next Five Years 


President Reagan's Caribbean Basin 
initiative was conceived as a means of 
forestailing an increase in socio-political 
tension by creating a much needed new 
stimulus for growth. This report studies the 
new growth prospects of 16 Caribbean 
countries. 

No.240 111 pages Price: UK & Europe £95; 
N. American US$ 180; Rest of Worid £98 
Published March 1986 


South Africa to 1990 
Growing to Survive 


Can the economy be expanded fast enough 
to defuse unrest in South Africa? How far will 
international sanctions inhibit trade? 

This report takes a dispassionate look atthe 
country's prospects, and includes a detailed 
five year economic forecast in the context of 
likely political developments for the rest of 
the 1980s.  . 

No. 239 121 pages Price: UK & Europe £95; 
N. America UK$180; Rest of World £98 
Published March 1986 


Portugal to 1990 


The Challenge of Modernisation 


Portugal has been characterised by 
economic crises and erratic growth for the 
past decade. Can it now settle downto more 
stable growth, and attract an increasing 
share of foreign investment? Entry into the 
EC and recent financial liberalisation 
symbolise a new future. Butdeep economic 
problems remain, not least a heavy debt 
burden. This report assesses how far the 
current liberalisation trend will go, and 
presents a detailed forecast for the next five 
years. 

No. 237 114 pages Price: UK & Europe £95, 
N. America US$180; Rest of World £98 
Published April 1986 


RETAILING 


| Retailing in Britain 
Volume One - Sector Analysis and Prospects 
Volurne Two ~ Company Profiles 


Bids, deals, takeovers and new alignments 
among the major companies are constantly 
changing the face of British retailing. This _ 
report forms an excellent framework within 
which these events can be assessed. Volume 
One examines and analyses 25 retail 
sectors; crass references major companies 
with the trade sectors they serve; gives short 
term turnover forecasts, and analyses trends 
to the 1990s. Volume Two contains 200 
company profiles. 

No. 1056 Price: UK & Europe £295; 

N. America US$530; Rest of World £298 
Published July 1986 


COMPUTING E 


O Bud geting 


A. practical guide to budget modelling with 
personal computers. The application of three 
different software packages (Supercalc3, 
Logistix and Report Manager) is explained. 
step by step. Budgetingtechniques and 
innovations, such as Continuous Business . 
Forecasting (CBF) are iscussed. Different 
software i is reviewed cri ically. - 


l N: America US$ 105: Rest of World £58. 
Disk with model available for: 
["]Supercaic 3 ["}Logistix Report Manager 
Aish 1 model £35 ( wie peel 2 models £45 


Management Act ; 

Reports 

Guides the non- -technical manager sthr 

the process of using and applying a mode 
produce flexible accounting reports. | 
No.233.73 pages Price: UK & Europe £55; 

N. America US$105: Rest of World £58 

Disk with model available for IBM compatibie || 
machine a Symphony | Framework Smart 
Price (plus VAT in UK only) 1 model £35 a 
({US$65): 2 models £45 (US$80):3 models 
£50 (US$90) Published January 1986 


Cash Flow Forecasting 


Guides the non-technical businessman 
through the process: of iiding amodel to 


business. Complete with software, the report 
is acomprehensive package with which the 
effects of cost fluctuations, investment 
options and returns can be examined. 

No. 211 97 pages Price: UK & Europe £55; 

N. America US$105; Rest of World £58 

Disk with model available for IBM compatible || 
machine []Lotus 1-2-3 [] Viplan{_]Micro-FCS || 
Prices (p re VAT in UK only) 1 model £35 i 
(US$65); 2 models £45 (US$80): 3 models 
£50 (US$90) 


All prices include Airmail 


To order please check the boxes by the titles, complete | f 
the address details below and send the whole page tor 


The Economist Publications. Limited 
40 Duke Street London WIA 10w. 


Friedrichstrasse 340 i ac 
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10. Rocketeller Plaza 
_New York, NY 10020 
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Why scientists go to the poles 


you meet voted eren 1,000 miles of either pole, the chances are 


will be a scientist. 


ur correspondent went to a scientific station on 


ithe Arctic island of Spitsbergen to find out what they do there 


Ny Ålesund is the most northerly perma- 
ment settlement in the world. Perched 

recariously on the rocky shore of the 

ceberg-dotted Kongsfjord on the west 
oast of Spitsbergen, it lies a mere 700 
miles from the North Pole itself. It and 
poe Antarctic research stations are proba- 

ly the only towns in the world devoted 
wholly to science. 

It is not as if there is nothing else you 
«an do there. More than 2,000 tourists on 
iboard three cruise liners called into Mag- 
dalenafjord, a magically beautiful, gla- 
«ier-fringed bay farther up the coast, in 
the second week of July this year. The 
same coast was dotted with the camps of 

ough, be-rucksacked adventurers. But 

y Alesund is a scientists’ town. Enter 

ne of the smart painted wooden build- 
bre remove your down anorak and 

eavy boots and you are in a different 
world. Banks of computers hum obedi- 

ntly in the corner; heavily thumbed 
eile journals lie on the table. The 
conversation is all of stratigraphy and 
standard deviations. 

The Norwegian Polar Research Insti- 
Mute runs the station for its own and 

isiting scientists. It houses as many as 
Roo scientists in mid-summer. Why? 
orking in the polar regions is almost as 
sexpensive and uncomfortable as working 
lan space. And, as with science in space, 
commercial justification is at best some 
way off and at worst far-fetched. Oil 
companies will be making money from 
»Antarctica at about the same time as drug 
“companies are making money from medi- 
_cines made in space—not before the next 
century, if ever. 

That does not mean that polar research 
Ms useless. The discovery that a “hole” 
sappears in the ozone layer every spring 

ver the Antarctic (The Economist, June 
sth) has implications that will affect the 
akers of aerosol sprays—if it can be 
own that their chlorofluorocarbons 
elp to make the hole. There are hints 







from Spitsbergen of a similar hole in the 
Arctic atmosphere. 

Yet, frankly, most polar scientists are 
there to satisfy their curiosity. Like parti- 
cle physicists and astronomers, they hope 
their discoveries will change the world, 
but they do not plan it that way. 

The study of the aurora is a case in 
point. The aurora (aurora borealis, or 
northern lights to northerners, aurora 
australis, or southern lights to southern- 
ers) is a vibrant, phantasmagoric curtain 
of light that dances across the winter sky 
on a circle about 15° from each magnetic 
pole. It is caused by the fact that the 
earth’s magnetic field has a hole—the 
polar cusp—at either end. Instead of 
shielding the earth from particles that 
stream out of the sun (the “solar wind”), 
the magnetic field in these cusps channels 
them in. Another way of putting it is that 
within the polar cusps are the only spots 
on earth with direct access to the planet’s 
outer atmosphere. 

So a stream of charged particles enters 
the atmosphere 15° to the sunward of the 
magnetic pole, where they light the sky in 
exactly the same way as a stream of 
charged particles lights up a television 


The aurora’s cause 
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po eR et cae 
This puts a hole in that theory 
screen. As Dr Jan Holtet of the Norwe- 
gian Polar Institute explains, Spitsbergen 
is the best place for observing the aurora 
borealis, because it is the most (geograph- 
ically) northerly point that is magnetically 
north of the cusp—and therefore has the 
darkest southern sky at noon in winter. 
Studying the aurora tells scientists a lot 
about the solar wind, the upper atmo- 
sphere and the earth’s magnetic field. 
Geologists also go to the poles to satisfy 
their curiosity and to prove their theo- 
ries—and hope they might find oil along 
the way. They like the polar regions for 
the same reason they like deserts. Their 
beloved rocks are laid bare for all to see— 
vegetation and soil are to geologists what 
fur coats are to nudists. It was from rocks 
collected in Spitsbergen, North-East 
Land and Greenland that some American 
and Australian geologists were able in 
June to publish an interesting discovery. 
They found that, between 700m and 800m 


years ago, at the same time that creatures . 


bigger than amoebae appeared, a sudden 
surge occurred in the oxygen content of 
the atmosphere. 

Glaciologists, of course, go to the polar 
regions for it is only there that they can 
find the landscape-carving glaciers at 
work—the Capability Browns of moun- 
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tain ranges. How glaciers move is still 
partly a mystery. An Alaskan glacier has 
unexpectedly surged across a bay and 
blocked it off (see box on page 69). 


User-friendly guillemots 

Superficially, biologists have least excuse 
of all for working in the frozen North, 
since the vast majority of their subjects 
live elsewhere. But that is the point: polar 





ecosystems are so simple that they are 
understandable; tropical ones are too 
complicated. 

Guillemots, fish-eating birds that look 
rather like flying penguins, are taking 
part in PROMARE, a six-year study involv- 
ing 30 scientists that is paid for by the 
Norwegian government. The scientists 
aim to describe the whole marine ecosys- 
tem in the Arctic ocean and so predict the 


The lesson of Rudolph’s digestion 


Why should UNESCO, through its “Man 
and the Biosphere” programme, have 
paid for a research programme on rein- 
deer biology in Spitsbergen in the Nor- 
wegian Arctic? Reindeer in an Arctic 
winter, like cattle in an African drought, 
are desperately trying to stay alive on a 
dismally poor food supply. Since the 
reindeer have had many thousands of 
years to become good at it, they may 
teach the cattle a thing or two—or so 
UNESCO hopes. 

Spitsbergen has been inhabited by an 
isolated population of wild reindeer for 
perhaps 40,000 years. They are so unlike 
other races of reindeer and caribou as to 
be almost unrecognisable. Plump, thick- 
necked and short-legged, they look more 
like sawn-off donkeys. The reason is that 
they are adapted to extreme conditions. 
Unlike their distant cousins in mainland 
Europe and the Americas, they cannot 
migrate south in winter. They must re- 
main on the island and endure three 
months of darkness and eight months of 
snow in temperatures that go as low as 
minus 40°C, 


The interior of Spitsbergen reindeer is 
as peculiar as its exterior. Unlike other 
deer they put on large quantities of fat. 
But the research revealed that the fat can 
give them only about a quarter of the 
energy they need to survive the winter. 
For the rest, they must find mosses and 
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dead plants beneath the snow. How do 
they manage to survive on such a meagre 
and poor-quality diet? 

The answer lies in their stomachs. All 
ungulates rely on bacteria in their stom- 
achs to do most of the digestion of plant 
matter, such as cellulose. The reindeer 
stomach, as Dr Colin Orpin of the Insti- 
tute of Animal Physiology and Genetics 
in Cambridge and Dr Svein Mathiesen of 
Tromsö University in Norway have 
found, contains far more such bacteria 
than that of a cow or sheep. Moreover, 
the reindeer bacteria remain numerous 
and active throughout the summer; in a 
cow or sheep, the protein-rich grass that 
becomes available in summer does not 
require so much of these bacterial skills, 
so the bacteria become scarce. 

This gave the two scientists an idea: 
the reindeer bacteria might usefully be 
employed in the stomachs of domestic 
animals. They are trying to take the 
reindeer bacteria and put them into the 
stomachs of sheep, so that those sheep 
will then be able to digest fibre-rich diets 
more efficiently. It is proving hard to 
follow the fate of the transplanted mi- 
crobes. If they have survived, the next 
step will be to determine whether they 
enhance the sheep's digestion of fibre. It 
could start a fashion: there are all sorts of 
wild deer and antelopes whose digestive 
tricks could be borrowed. 





effects of over-fishing or oil development. 

The key to such a description is energy. 
Polar seas are much richer than most 
tropical seas, because the glaciers and 
currents feed more life-sustaining miner- 
als into the surface water. Plankton use 
the energy of sunlight to convert the 
minerals, carbon dioxide and water into 
living tissue. That tissue is then eaten by 
fish, transferring the sun’s energy to the 
fish and so on through the food chain to 
birds, seals and polar bears. At every 
stage, energy is dissipated as waste heat. 
What the PROMARE project aims to find 
out is how many of each species there are, 
how much energy each uses and how 
much energy is dissipated. 

The scientists working on PROMARE use 
a battery of techniques to measure energy 
expenditure in wild animals (they are 
concentrating on the birds). Mr Geir 
Gabrielsen from the Norwegian Polar 
Institute and Mr Inge Mohus of the 
Norwegian Institute of Technology in 
Trondheim have designed an electronic 
package they can attach to the back of a 
seabird that tells them what it gets up to. 

The package consists of a radio trans- 
mitter and an accelerator device linked by 
a small microprocessor. The accelerator 
is a wire inside a chamber. When the 
animal moves, the wire touches the side 
of the chamber. The microprocessor mea- 
sures how often the wire has touched the 
side during the previous four minutes, 
and every five seconds updates and trans- 
mits the result to Mr Gabrielsen, snug 
inside his laboratory. The whole package 
weighs 30 grams, cost a mere NKr25,000 
($3,400) to develop and transmits for six 
days before its battery runs out. 

Radio transmitters on the backs of 
animals are not new. Mr Gabrielsen is 
one of several people who have devel- 
oped transmitters that can measure and 
transmit an animal’s heartbeat. He is. 
interested in fear in animals. Curiously, 
while conspicuous animals increase their 
heartbeat when frightened, camouflaged 
ones depress theirs, in order to keep still. 

The addition of a computer to the 
package is entirely new. In 1985, the 
computer was tested on the back of a 
kittiwake, a sort of seagull that takes its: 
food from the surface. This year it isi 
being tried on guillemots, which dive 
underwater to catch fish. Mr Gabrielsen 
has been using another kind of transmit- 
ter to record how deep the guillemots go. 
Next year, he hopes to have a computer 
on the back of a guillemot that will tell 
him how long they are spending at differ- 
ent depths and how active they are there. 

Mr Gabrielsen is also using an inge- 
nious technique called “‘double-labelled 
water” to get at the energy figures. A bird) 
is caught and injected with oxygen-18 (a 
heavy isotope of oxygen) and tritium (a 
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An All gl cier: has eed across a 
bay and turned it into a lake. A nuisance 
for map makers and a disaster for the 
| fjord’s seals and p porpoises, this event 
may also turn into a gigantic natural 
-experiment in glaciology. It could test a 
new explanation of how glaciers, nor- 
mally. so lethargic, suddenly speed up. 














ubbard Glacier that has been 
ig slowly since 1900. Last winter, 
rging forward as much as 150 
lay towards Disenchantment Bay. 

n June, the United States Geolog- 
survey discovered that one of the 
’s fjords was missing—or, more accu- 
rately, had been transformed into a lake. 

~The fast-moving forward edge of Hub- 
















' of Russ „Fjord, s 










sa. level when ae Tee 
“occurred, By. mid-July, Russell “Lake” 
was. about 25 feet above sea level and 
rising (from rain and surface runoff) 
about four inches a day or ten feet a 
month. 
-. The lie of the land is such that Russell 
Lake will fill until its surface is roughly 
< 200. feet above sea level, at which 
i pons probably i in 1988—it will find an 





heavy isotope: of hydrogen). Ahero 
hour, a sample of blood is taken. The bird 
is then released and. recaptured a few days 
ee another blood. aaa to be 
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one dioxide breathed out. The ¢ exact 
amount will tell how much energy it has 



















aeei er i it sounds: ‘the dou- 
abelled water technique works well, 
not just for guillemots, but for human 
vas well. V. G. Instruments, a small 
ish company, devised a machine for 
g tiny amounts of rare isotopes in 
adapting a device the French 
energy authority had invented for 
+ groundwater. This has been ap- 
by Dr Andy Coward and his col- 
S at the Dunn Clinical Nutrition 
Cambridge. By substituting 

erium for radioactive triti- 
nting a method of detec- 
s only tiny amounts of 


glacier is a 120-mile-long ice mass _ 


- bard Glacier had moved past the mouth 
Lacie alir 


da way of measuring | 
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outlet in the headwaters of a small 
Stream called the Situk River, which 
flows directly into the Pacific Ocean. So 
far, the damage is limited to the drown- 
ing of commercially valuable spruce 
trees on the lake’s banks. But environ- 
mentalists are dismayed at the change 
that Hubbard’s sudden acceleration has 
wrought on the ecology of the 30-mile- 
long ex-fjord. 

The fresh, nutrient-poor water flowing 
into Russell Lake will not mix with the 
salt water underneath. The shrimps and 
marine ar Hd e out, dooming to 





the energy expenditure of a person lead- 
ing a normal life. All the subject has to do 
is drink the isotope-labelled water and 
then provide a tiny daily sample of saliva 
or urine. From the change in the isotope 
ratios of oxygen and hydrogen, a scientist 
can tell how much energy the person is 
using each day. Previous methods re- 
quired the subject to remain locked up in 
airtight rooms during the period. 

Dr Roger Whitehead of the Dunn unit 
describes it as one of the most important 
developments in nutritional science and 
V. G. Instruments has sold several of the 
devices since the first was tried in 1984. 
The Dunn scientists are using it to mea- 
sure the energy requirements of patients 
in hospital, premature babies, and preg- 
nant and lactating mothers in such diverse 
places as Cambridge and the Gambia. 
One surprising finding is that a woman 


seems not to need extra energy during a 


pregnancy: what extra she needs for her 
foetus she can supply from unconsciously 


lowering her basal metabolic rate. 


Keeping the poles clean 

Environmental problems often require 
different solutions in the polar regions. 
One example, being studied at Ny Ale- 
sund by Dr Per Sveum of the Norwegian 


Institute of Technology, is the treatment 


-move to Spitsbergen, or eventu. 





starvation the 100 or so harb 
lesser numbers of two. spe 
poise and probably at least on 
that are trapped in the lake—un 
expensive rescue is mounted. 
However, what is bad n 
Lake’s marine mammals 
as the research opportunit 
ry by glaciologists and otk 
tists. The surging of Val 
smaller tributary of Hubb 
thought to be one reason 
bard is advancing, But 
glaciers are surging, tho: 
cally than the Hubba 
should be advancing» 
in the vicinity are qu 
treat—as is the Columb 
200 miles up the Alaski a 
understood. 
Another Alaskan 
Lo paa acien | 



















































































nia nevis of E Technology 
dyes down boreholes. The 1 
produced suggest that a surge hi 
when a glacier has accumulated a 3 
of extra snow and its plumbing. bt 
down. Water-drainage channels inside 
the glacier get blocked, trapping pressur- 
ised pockets of water beneath the ice. 
These lift the whole glacier off the rocks 
and it sets off down the valley at great f 
speed. Eventually the water escapes f- 
from the snout of the glacier and the sE 
surge stops. f 


of oil spills. When 88,000 litres of diesel 
oil was accidentally spilt from a tank at 
the settlement last November, it gave Dr: 
Sveum a graphic illustration of the prob- 
lems. For a start, it is dark all day in 
November, so the slick could not be 
found. To make matters worse, much of 
the oil got under the ice, and could not be. 
reached. Elf Aquitaine is paying for Dr 
Sveum to try to find out how to. treat oil 
under ice. He hopes to develop fertiliser: 
that will enable bacteria to eat the oil. Oil 
is good food for bacteria, but it lacks 
nitrogen and phosphorus. Provide those 
and you can start a bacterial feast. 

One scientist is at Ny Alesund to 
study the others. Dr Anna Krzyszowska. 
of the Polish Academy of Sciences stud 
ied the effect on the environment. of 
Polish research station at Hornsund 
Spitsbergen. She is now doing the si 
for the Norwegians at Ny Ålesund. O 
of her recent findings: on July 12th the 
Norwegians produced 15,670 litres o 
sewage with a marked peak at ‘Opa a 
a birthday party got under way. Even 
this esoteric knowledge could one day 
prove useful. Should oil compa 


Antarctica, Dr — a 
could help prevent them | 
environment. 
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The 1986 Edition of this annual report looks 


at the role of governments in agriculture and 


shows what their pricing and trade policies 
mean for economic development. It 
discusses the problem of developing 
countries taxing their farmers while the 
industrialised nations subsidise theirs and 
shows how both policies inflict losses upon 
the countries concerned by encouraging 
agriculture where it may be expensive to 
grow and discouraging it in areas where it 
may be cheaper. The report proposes ways 
to correct this imbalance and also shows 
why the recent recovery in the world 
economy has failed to resolve some of the 
~ fundamental problems revealed during the 
1980-83 recession. Prospects for the next 
five years are reviewed and policy reforms 
- Suggested. A must for all development 
economists, financial advisors and 
~ government policy makers. 
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- World Bank Policy Study 


The unprecedented growth in demand for 
-transport and increases in the costs of 
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_ urban transport problems in the past 

‘decade. Such changes have prompted a 
fresh look at urban transport and its effects 
=: on the economic efficiency of cities and the 
:- well-being of urban residents. This study 
-sets out the current views of the Worid 
Bank. Of interest to transport economists 
and urban planners. 
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| has produced an authoritative: paper o onthe |f 
| future of North Sea Oil to the year 2000. 


_ The print run is limited to 100 copies. | 
sold on |F 
| the strict understanding that it remains confi- | F- 
1 dential. It contains material that is both spec- | 3 

A nea and contentious. 
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is an independent British base satio: 
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outside the oil industry. 
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Europe's festivals of Saint 
Subsidy 


in Europe, arts festivals grow like subsidised wheat during the summer. 


very one-mule vill 


AVIGNON 


seems to have its festival. Why are there so 


many? Because performers need something to do during their off- 

iseason? Or because holidaymakers want something more than sun, 

and sex? And how do the festivals survive? We look at festivals in 
south of France, Italy and Scotland 


Like Van Gogh and Picasso, the arts in 
rance take up summer residence in the 
idi. In the south of France, there are no 
ewer than 2,000 festivals every summer, 
wanging from single concerts in village 
whurches to month-long jamborees. At 
Aix-en-Provence, the 39th music-and-op- 
tera festival, which has just finished, sold 
25,000 tickets. At Orange, jet-set singers 
some from round the world for single 
rformances of operas in Europe’s big- 
bes intact Roman amphitheatre, which 
as a capacity of 10,000; the spectators 
also make the pilgrimage and good seats 
cost FFr600 ($90). At the granddaddy of 
the Provencal festivals, in Avignon, the 
Population doubles during the three 
weeks of the festival, in July and August, 
and actors in search of an audience are 
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reckoned to spend FFr5m just on adver- 
tising leaflets. 

Festivals have become economic neces- 
sities in France’s southern cities and re- 
gions, as they compete with one another 
to attract tourists. At the same time, 
festivals have become politically conten- 
tious. No large festival is self-supporting. 
Few of any size survive without subsidy, 
which comes mainly from public funds, 
partly from businesses. In France, throw- 
ing money at the arts has been associated 
with the Socialist party, so the past few 
years have been good ones for the festi- 
vals. But the conservative victory in this 
year’s parliamentary election may not 
herald bad years. The devolution of polit- 
ical authority to local government and the 
growth of business sponsorship of the arts 


! mean that local civic pride, that peculiarly 


French characteristic, will underwrite the 


/ festivals. 


The Avignon festival, for example, has 
from the start been supported by the city 
council. This year, it contributed FFr6m 
to the total budget of FFr21m. Box-office 
takings account for less than 35% of total 
revenues. State and regional subsidies 
account for the rest. 

As at Edinburgh, the Avignon festival 
has two strands—mainstream and fringe. 
They are known as “In” and “Off”. Big 
productions, usually paid for (at least in 
part) by the festival, comprise the “In” 
section. Last year, the festival’s interna- 
tional reputation was enhanced by Peter 
Brook’s production of the Indian epic, 
“The Mahabharata’. This year, the 
courtyard of the papal palace (the alter- 
native Vatican during the Great Schism of 
1378-1417) was the setting for Shake- 
speare’s “The Tempest”, D. W. Griffith’s 
1916 film “‘Intolerance” in a restored 
version, and a dance work by a French 
choreographer, Jean-Claude Gallotta. 
Around 30 other shows are usually scat- 
tered among cloisters and chapels. 

“Off” boasts a jumble of 250 produc- 
tions, paying an average of FFr1,000 a 
day for a two-hour slot in one of the 50- 
odd halls dotted around the city. Only 
one company in five will come back next 
year (though many companies return af- 
ter skipping a year or two). “Off” has no 
formal organisation: any group can turn 
up, pay the money and perform. Public- 
Off imposes some kind of order by listing 
the shows for a modest fee. 

The hundreds of festivals might seem to 
imply that, during the summer, a flock of 
international culture vultures moves 
around Europe from one festival to an- 
other to gorge. In fact, 42% of visitors to 
the Avignon festival come from Pro- 
vence. The third largest contingent is 
from the wealthy area around Paris and a 
mere 2% come from abroad, mainly from 
Belgium, Switzerland and Italy. 

Do festivals encourage the arts to flour- 
ish outside festival time? In Avignon, the 
answer is yes. The city now has three 
resident theatre companies and an arts 
budget of FFr125m. Across the Rhône, 
the immense abbey of Villeneuve-les- 
Avignon houses film and video artists all 
year round. At Aix-en-Provence, the an- 
swer seems to be no. Mr Jean-Louis Ray 
of the regional cultural-affairs office reck- 
ons that the success of the music festival, 
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Indian epic, French subsidy 


has discouraged Aix from investing in 
permanent concert halls. 

Nevertheless, new festivals are still 
sprouting up in France. The week-long 
Francofolies festival in La Rochelle pro- 
motes French pop music. In two years, it 
has become a rallying point for 50,000 
fans aged between 18 and 25 years. In 
Montpellier, the state-financed Radio- 
France network sponsors a classical-mu- 
sic festival, also in its second year, which 
comes hard on the lightly tripping heels of 
a dance festival. Radio-France puts on 
130 concerts in three weeks. The organ- 
isers had expected to draw people on 
holiday in the area, Sut found, to their 
surprise, that three-quarters of the 50,000 
spectators come from Montpellier and its 


environs. The festival’s FFr10m budget 
comes in five equal parts from Radio- 
France, the city and departmental gov- 
ernments, the regional council, box-office 
receipts and private sponsors such as the 
Crédit Agricole, which donated FFr6m. 


Edinburgh festival 


A tired festival gets 


a retread 


EDINBURGH 


When Mr Frank Dunlop took over as 
director of the Edinburgh Festival in 
1983, it was an established institution, 
successful and beginning to show its age. 
The doomsayers gathered. Would it sur- 
vive? Should it be transferred to Glas- 
gow, even to England? Was its unruly 
offspring, the fringe, better than the par- 
ent? Was it—that elusive but damaging 
accusation—elitist? Mr Dunlop’s prede- 
cessor, Mr John Drummond, made no 
bones about his frustration at trying to 
maintain standards with too little money. 

The outcome of the district council 
elections in May 1984 made things worse. 
The Labour party, for the first time, took 
control of the city. The new councillors 
said the festival was run by middle-class 
oligarchs and deemed that programmes 
should be brought closer to the people— 
which meant that shows were supposed to 
go on in the city’s deprived suburbs as 
well as in the centre. The district council 
issues licences for theatres and concert 
halls; it had (at that time) a guaranteed 
majority on the festival’s governing body; 
and it provides about half the festival's 


Scotland’s Voltaires 


At the end of the eighteenth century, a 
country at the northern edge of Europe 
was the cultural centre of the continent. 
The Scottish Enlightenment began in the 
seventeenth century—or earlier—and 
lasted until the 1830s—or later, depend- 
ing on which historian you listen to. The 
poet Robert Burns, the architect Robert 
Adam, and James Watt, the inventor of 
the steam engine, all owed something to 
the Scottish Enlightenment. But at the 
heart of it was a group of philosophers, 
historians and scientists who shared cer- 
tain ideas and were active mainly in 
Edinburgh, but also in Glasgow and 
Aberdeen. They included the philoso- 
pher David Hume; the economist Adam 
Smith; Adam Ferguson, one of the first 
sociologists; and James Hutton, who 
transformed the science of geology. 

The ideas they had in common were 
that scientific methods should be applied 
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to man; that studying the history of a 
subject would deepen understanding of 
it and that these inquiries would lead to 
rational improvements in the world. 
They were optimistic, benevolent, toler- 
ant and wanted to share their ideas with 
others. 

Some of these qualities have been 
displayed by IPSE ’86, an inquiry into the 
Scottish Enlightenment organised by the 
Institute for Advanced Studies at Edin- 
burgh University. It brought together 40 
academics from 11 countries; they have 
given around 250 lectures and seminars, 
leaving at least some Edinbourgeois well 
prepared for this year’s festival. The 
exhibition, “A Hotbed of Genius” 
(Smollett’s description of eighteenth- 
century Edinburgh), attempts a visual 
guide to the ideas of the Enlightenment. 
Through technological whizzery, visitors 
can eavesdrop on “Hume”, “Smith”, 






subsidy. So the councillors were in a 
position to do more than criticise. 

In spite of the din of rattling sabres, Mr 
Dunlop’s first festival in 1984 was a suc- 
cess. Ah, but wait till next year, said the 
doomsayers: the Labour council will be 
bust and the honeymoon will come to an 
end. The 1985 festival broke all the re- 
cords, with ticket sales of over £1m. This 
year’s festival, which opens next week, 
seems likely, if advance sales are anything 
to go by, to do at least as well. 

Success is persuasive. Mr Dunlop ap- 
pears to have appeased the warring fac- 
tions: councillors now rarely whinge 
about elitism. The programmes embrace 
the popular and the esoteric; this year, 
they range from the Chinese Magic Circus 
to a Japanese version of “Medea”. The 
festival has recovered its vitality and 
excitement and a sensible reform of the 
festival constitution now prevents any 
one political party from holding sway. 

Mr Dunlop’s ability to work miracles 
comes partly from being the first director 
of the festival whose natural habitat is the 
theatre, the festival’s mainstay. He bears 
impressive credentials as a Shakespear- 
ean scholar and often out-fringes the 
fringe, showing the same enthusiasm for 
circus acts and folk music as for his world- 
theatre season with plays from 12 coun- 
tries in ten languages (including “‘Crime 
and Punishment” in Polish). 

Many of his predecessors saw the Edin- 
burgh festival as a three-week binge for 
swish stars and 25-year-olds from all over 
Britain. Mr Dunlop is more responsive to 
Scotland’s culture and history. He has 
made the festival both more international 
and more Scottish. This is no contradic- 
tion. The great ages of Scotland, the 


and friends. A pity, though, that the first 
thing overheard reflects the now-dis- 
credited view that the Scottish Enlight- 
enment was inspired by the parliamenta- 
ry union with England in 1707. 

The festival deals with its theme in 





Enlightened Hutton and Ferguson. .*. 


other ways. Mr Frank Dunlop has direct- 
ed Carl Maria von Weber's “Oberon” 
which takes its frightful libretto from 
James MacPherson’s “Ossian”, that 
Strange by-product of the Scottish-En- 
lightenment theories of aesthetics, fake 
verse epic (MacPherson tried to pass it 
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fifteenth and eighteenth centuries, were 
the periods when intellectual life was 
most closely connected with what was 
going on in the rest of Europe. This year’s 
theme is the Scottish Enlightenment, that 
outburst of creative energy which, brief- 
ly, made Edinburgh the intellectual capi- 
tal of Europe. 


Britain’s oil 
Hostile waters 


OFFSHORE. By Al Alvarez. Hodder & 
Stoughton. 224 pages. £9.95. 


Few industries in Britain are as little 
appreciated as that which makes the larg- 
est single contribution to its economy. 
The accident of nature that placed the 
bulk of Britain’s oil reserves out of sight 
under the remote and hostile waters of 
the North Sea, rather than in its residents’ 
back yards, means that the oil business 
has stayed out of the popular mind as 
well. Though Britain is now the world’s 
‘fifth largest oil producer, most of what its 
ritizens know about the oil business is 
zleaned from watching fictional Ameri- 
zan soap operas on television. If they 
knew more about it, they would probably 
de less quick to denigrate its contribution 
to their economic wellbeing. 

The reality of life on a North Sea oil 
platform is the main theme of Mr Alva- 
rez’s book and is about as far removed 
from the glitzy melodrama of “Dallas” or 
“Dynasty” as one could imagine: no 
booze, no women, nowhere to park a 
Cadillac (let alone drive it); nothing to do 
except work, sleep and eat. The mind- 


off as the work of an ancient Celt, 
Ossian) and Napoleon’s favourite pom. 
There are concerts of the music of eigh- 
teenth-century Edinburgh and plays of 
the period. The exhibition “The Enter- 
prising Scot” investigates why so many 





... Smith and Hume 


ideas and inventions have been generat- 
ed in such a small country. Capturing the 
international spirit of the Enlighten- 
‘ment, these events blend with the pom 
and circus of the Edinburgh festival. This 
city startled the world in the eighteenth 
century: it is doing so still. 








Choked up with art 


Europe’s two oldest festivals are Ital- 
ian—the Venice film gathering and Flor- 
ence’s Maggio Musicale. Both date from 
the mid-1930s; both look down on the 
Cannes and Salzburg festivals as parve- 
nus. Yet, until recently, the word festival 
was not even in the Italian language. The 
Italian word for these gatherings was 
(and is) sagra, from the Latin word for 
sacred (though “festival” itself is also 
Latin, from festius, or festive). Until late 
into this century, most Italian towns or 
villages had two or more sagre, dedicat- 
ed to patron saints or the local food— 
sagre of the artichoke or strawberry still 
survive. But the only arts festival to 
retain the name is the 41-year-old Sagra 
Musicale Umbra held each autumn in 
Perugia and Assisi. 

The arrival of an American composer 
Gian Carlo Menotti in the Umbrian 
town of Spoleto helped change the lan- 
a e and the cultural calendar. Since 

957, when his Festival of Two Worlds 
(America and Europe) began, festivals 
have sprung up all over Italy. 

There are now 103 gatherings called 


numbing tedium may be no worse than 
that on a car-assembly line, except that 
there is no escape back to the family or 
the boozer at the end of each 12-hour 
shift. Small wonder that so many of the 
men who work offshore are ex-service- 
men, accustomed to the self-discipline 
needed to stay sane. 

Surprisingly, Mr Alvarez, a British 
poet and critic, is the first writer to take 
seriously the effects of being an oil pro- 
ducer; not on the economy (lots of such 
studies) but on the lives and characters of 
those who work on, or around, the oil 
platforms. Based on a series of articles 
commissioned by the New Yorker maga- 
zine, his book is a straightforward, but 
entertaining, account of visits which he 
made to the Brent field, the largest in the 
British sector of the North Sea, and to the 
two main departure points for any visitor 
offshore, Aberdeen and the Shetland 
Islands. 

Much of the material consists of simple 
reportage of conversations with divers, 
helicopter pilots and so on. Many of them 
are dour and ordinary characters, who 
belie Mr Alvarez’s argument that the 
discovery of oil has given Britain back the 
kind of frontier mentality—and fearless 
frontier personalities—that it had lost 
when it abandoned its colonies (though 
the chapter on divers, a loony breed, is 
particularly good). 

On its own, this would be humdrum 
stuff. Mr Alvarez’s success is to demon- 
strate, more effectively than any writer 


“festivals” getting subsidies from central 
government; many more go under other 
names (rassegne, settimane musicali or | 
whatever) or get money from local au- 
thorities. They range from the gigantic 
art show, the Biennale in Venice, to the 
tiny festivals in places that many Italians, 
let alone foreigners, have not heard of, 
like the Festival of the Saracen in 
Pamparato. 

State subsidies keep the festivals go- 
ing. All the big festivals receive money 
from the central government. The minis- 
try for public entertainment gave 11.5 
billion lire ($6m) for festivals of vocal 
music last year and 14 billion lire for 
classical-music concerts. Though Mr Me- 
notti at first got grants from American 
foundations and oil companies, the Spo- 
leto festival gets 1 billion lire for music 
and dance. 

Festivals also are given money by the 
20 regional governments, and some sur- 
vive on that alone. Yet, however venera- 
ble the tradition, and however large the 
subsidies, all of Italy still has fewer 
festivals than Provence. 





before him, a feeling for the extraordi- 
nary engineering and logistic achieve- 
ment that enables thousands of men to 
earn a living by pumping oil in appalling 
conditions while perched on steel or con- 
crete structures which are taller than the 
Eiffel Tower. 

As a mountaineer (as well as a poet), 
Mr Alvarez says he has a passion for 
hulking objects and hostile environments. 
He is in awe of, but also understands, the 
enormity of the technical effort involved 
in the production of Britain’s oil. His 
account is worth reading to see what it is 
like to work in the North Sea—before the 
oil runs out and is forgotten. 
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DER TOD KÖNIG LUDWIGS II VON 
BAYERN. By Wilhelm Wöbking. 
Rosenheimer Verlagshaus. 416 pages. 
DM49.80. 


With its beer, baroque and bombast, 
Bavaria prides itself on being larger than 
life. Asked what he liked best about 
Bonn, a Bavarian minister in the federal 
government replied “the train to Mu- 
nich”. An essential part of Bavarian 
chauvinism is the memory of the free 
state’s late-nineteenth-century mad king, 
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‘For art’s sake 


Whoever stole Picasso’s “Weeping 
Woman” from the state gallery in Mel- 
bourne on August 2nd knew what he (or 
she) was doing. It was neatly unscrewed 
from the wåll, replaced by a card marked 
“removed for renovation” (so it took 
three days for the gallery to discover the 
theft) and the frame hidden. Whether 
the job was done by the previously 
unknown “Australian Cultural Terror- 
ists’, who claimed responsibility and 
threatened to destroy the painting unless 
the state government stumped up more 
money for the arts or by an international 
gang—who might find it easy to smuggle 
the painting out of the country but hard 
to sell—is still unknown. 

The Labor state government in Vic- 
toria has been generous towards the arts 
in recent years: the gallery itself is rela- 
tively new. But governments are always 
being asked to spend more; to the art- 
nappers, money in the pocket seems to 
mean more than a Picasso on the wall. 

The Picasso was not insured; nor are 
other paintings in the gallery. Australian 
governments reckon it is cheaper to 


Ludwig II. 

Given Ludwig’s reputation, the devo- 
tion he commands may appear odd; but a 
lot of non-Bavarians agree with it. Lud- 
wig showered Wagner with gifts, made 
the opera house at Bayreuth possible and 
showed that life in Germany’s deep south 
need not be all beer and sausages. 

Ludwig ate alone from a table raised 
mechanically through the floor of a dining 
room. Like the boy in the Grimms’ fairy 
tales, the King would command: “Table, 
lay yourself”, whereupon the attendants 
in the next room would set the mecha- 
nism going and the empty table would 
crank downwards, to re-appear laden. 
Some of his eccentricities, though, were 
more practical. Dressing up in sumptuous 
fur robes was, for instance, a necessary 
comfort in the Alpine winter. 

A King Ludwig society based in Bavar- 
ia devotedly cherishes the monarch’s 
memory. Not all commemoration is so 
respectful. The news magazine, Der Spie- 
gel, published at the other end of Germa- 
ny (Hamburg), had the doubtful taste 
recently to print a picture of a bare- 
breasted woman in peasant costume pos- 
ing in front of a larger-than-life portrait of 
the king’s head. This summer, as every 
summer, thousands of tourists are flock- 
ing to the towering castle of Neuschwan- 
stein and the other follies Ludwig built 
near the border with Austria during his 
22-year reign, which ended with his 
drowning in Starberg Lake on the night of 
June 13 1886. 
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A lot to weep about 


replace property than to pay insurance 
premiums. Perhaps this policy needs a 
second look. Precious things, small 
enough to be wrapped round an arm 
under a raincoat, are not the ordinary 
equipment of government: galleries may 
have to explain that they are different. 





Ludwig's behaviour has typecast him as 
the crazy romantic par excellence, with a 
fine disregard for the cost of his extrava- 
gances. He is usually seen as a lonely and 
gentle dreamer, endlessly seeking happi- 
ness which, just as endlessly, eluded him 
until he died mysteriously, perhaps a 
victim of a murder plot. 

Not so, says the most weighty of a 
stream of books appearing this year to 
commemorate the centenary of Ludwig's 
death. Wilhelm Wobking, a high-ranking 
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Neuschwanstein—madness or just a folly? 


policeman in Bavaria, paints a picture of 
a monarch who, far from losing himself in 
harmless, if expensive, dreams, ended his 
life ‘as a bad-tempered heavy drinker whc 
swore freely and treated his servants 
badly. Mr Wöbking, who had access tc 
police records and previously unexam- 
ined documents, says that Ludwig wanted 
to emulate Nero and set fire to his capital, 
Munich. As if that was not enough, the 
policeman-author accuses Ludwig ol 
drawing up plans to solve his financial 
problems either by robbing banks o1 
selling Bavaria to Prussia. 

Not surprisingly, Mr W6bking comes 
down on the side of those who think 
Ludwig was barmy. He says that suicide is 
the most likely explanation of Ludwig's 
death. This has angered devout Ludwi- 
gians, who insist that the king was killed 
at the behest of expansionist Prussians 
anxious to lord it over Bavaria. Mr 
Wobking's book has aroused a storm of 
protest from Bavarian loyalists. One 
prominent defender of the king’s memory 
wants the book to be banned. There have 
also been suggestions that Mr Wobking, 
who comes from Westphalia, has shown 
himself unworthy of Bavarian trust and 
should lose his police job. 

Mr Wöbking’s book is far from the last 
word on King Ludwig. Mr Ludwig Hüt- 
tle, a professor of history at Cologne, has 
weighed in with a biography of the king 
which says that, far from depleting the 
Bavarian state treasury to finance his 
castle-building, King Ludwig financed his 
follies privately. Less weighty centenary 
publications are flooding from Bavarian 
presses, including a collection of songs 
about the king. Ludwig died a hundred 
years ago, but the Ludwig industry has a 
long life ahead of it. 
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pline and should have a 1 sound training 
in quantitative methods. 


The appointment is for three years from 
1 October 1986 (or as soon as possible 
thereafter} and will be made at an 
appropriate point on the stale £8,020- 
£10,375. Applications, with curriculum 
vilae and names of two referees, and 
quoting reference EST/432/865. (E) 
should be sent to the Personnel Office, 
University of Dundee, Dundee DD1 
4HN by 21 August 1986. 


sigo major nonferrous minerals. 
ants should possess a higher 
€ i economics ora related disci- 









‘An Industrial 1 Economist i is required to TERN 


and initiate sy stems to provide management with 
information enabling them to monitor, control, . 
review and evaluate projects contained within 


the Bank’s portfolio. 
Other duties include advising on training needs 
< for staff working within the department, and also 
: on improvements to project preparation. 
Applicants should be British Citizens with a 
ate degree in Industrial Economics and ideally have an 
san Pa niet acacia Five to ten years projects 





eo The oaei i is on contract to ODA, on loan 
to the Government of the Yemen Arab Republic, for 

a period of two years. Salary (UK taxable) is in the 
range £17,625 to £20,080 pa, including an element in 
lieu of superannuation. A tax free Foreign Service 
Allowance, currently in the range 830 to £6,740 pa, 
is also payable. 
The one is wholly financed by the British 











7 and: giving JC details of age, Pelee ts 


aoe to: duis poin fon ents ¢ Officer, Overseas 
















. helping nations to help themselves 





Ministry of Economic Development, : 


_ country is an up-market destination. and whether the industry can survive on. 


> should continue to expand its accommodation; establish whether. more 


Tax free emoluments a in. the region of £18,500 plus housing and 







INTERNATIONAL 
PROCUREMENT AGEN 


The Southern Borno Agricultural Development. pioject wil 
soon commence an Agricultural Development Programme. 
funded by the Federal Military Government and the Borno 
State Government and supplemented by a Loan. from the 
World Bank. 


The Project wishes to appoint international Procurement 
Agents for procurement and shipment. of the fe 
items on a pre-financing and commission basis:~ 
* Agricultural Machinery Equipment and Spares. 
® Office Equipments and Supplies 
è Agro-Chemicals and Fertiliser. 

è Miscellaneous Spares and Materials. | 
_ Items, according to specifications, are to be pr 

the lowest reasonable prices from any of th 
countries of the World Bank and Switzerland, Th 
dues will be settled by the Project through the 
under reimbursement procedure lil or by direct p 
from the Project's foreign currency account. _ 


Applications are invited from reputed Procurer 
Agents, having considerable experience in the procu 
ment field so as to reach the undersigned within. three 
weeks from the date of this advertisement. Applications. 
should be supported by a comprehensive statement of ex- 
perience, financial facilities and backing and copies of last- 
three years audited accounts and should be addressed to:~ 
The Project Manager, OR The Project Manager, 
Southern Borno Agricultural Southern Borno Agricultural 
Development Project, Development Project, 











































































P.M.B. 1169, c/o FARA, 
Maiduguri, 27 Dover Street, 
Nigeria. London W1X 3PA, 








United Kingdom. 









oe seeks candidates for: l 
Tourism Planning Adviser 


for the 









Tourism & Energy 
Antigua & Barbuda 


2 year appointment 


The adviser, responsible to the Minister of Tourism, will advise and assist .. | 
with the formulation of a 5- -year development plan for tourism. Specific — 
duties will include to develop a market profile to establish whether the | 







such a market; establish a data base to determine whether the country . 








tourists will provide more net revenue or whether additional expenditure 
will negate earnings from an increase in the number of tourists; elaborate a 
programme for improving and expanding existing infrastructure and 
devising ways of making them self-financing; project optimum nena nth 
levels for tourism in the context of long-term national development, 
especially the need for workers in agriculture and manufacturing; propose 
ways of reducing foreign exchange leakages by inner-sectional linkages. > 


Candidates should have at least five years’ relevant tourism experience at a 
senior a. ievel. Some knowledge of the Caribbean tourism F 
industry would be desirable. 




















childrens education a 


lowances, installation grant etc. Full details and 
application form from: | 






» Secretariat — 
Marlboron h House, Pall M Mall, London SWIY 5HX 
Telephone: 01-839 3411 Ext. 8151 = 











sa of industrial n 
business studies > = 












inance led. “by” ‘Professors ‘Stewart 
odg s and Anthony Steele. 


andidates should be able to demon- 
fate a strong academic background 
and a sound research record. While a 
‘broad range of interests is desirable, 
preference will be given to candidates 
who can offer leadership in Manage- 
ment Accounting. 


The appointment will be made with 
effect from 1 January 1987 or at a date 
to be agreed and will be on the scale 
£14,870-£18,625. 





















the Registrar, University of Warwick, 
‘Coventry CV4 7AL (0203 523627), 
‘quoting Ref No 1/3A/86/K. Closing date 
> for applications 30 Aoga 1986. 


‘British Road Federation 


Further particulars are available from 


‘UNIVERSITY OF STIRLING 


IED MANAGEMENT 
” INFORMATION SYSTEMS 





ECONOMIST 


_.| The British Read Federation, a trade 
: {v association campaigning for better pro- 


vision for road users, requires an econ- 


omist to help in policy formation and to 


provide a sound economic and statisti- 
cal information base for BRF’s work. 


His or-her duties include the compila- — 


tion of Parliamentary briefs, analysis of 
central and local government expendi- 
ture, preparation of special reports and 
general information for members and 
other organisations. 


Candidates should have an economics 
degree, and, probably five years’ work- 
ing experience in transport and an 
interest in politics, 

The job specification is deliberately 
flexible to offer scope for the develop- 
ment of relevant individual talents and 
interests. 

Salary will be related to experience and 
ability but we will expect to pay weil for 
the calibre of person we want. Please 
write to The Director, British Road Fed- 


eration, Cowdray House, 6 Portugal 


Sweet, London WEER 2HG. 
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ActionAid i is urgently seeking'a co-ordinator who will be responsible for planning and establishing 

a development programme-in the eastern area of Burundi under the guidance and supervision. al 

the Director of our p ogramme in Burundi. 

Our programme in Burundi is an fpa which undertakes projects to advance rural development © 
propiiate sectors, particularly agriculture and education, and has been working in Burundi 

since 1976, The current annual budget is $1 million. 


Specific duties will include discussion and negotiation at. community, regional and fational — 
government levels, base-line surveys, programme identification, : planning and budgeting, staff 


_ recruitment and darra asad support during yante was of the programme. 


The applicant should be. French-speaking, ideally with a minimum. of three years management 
experience in community development Poara, preferably in Africa, and with a particular 
emphasis on agriculture or health. Good interpersonal. communication skills and ability to 
motivate and leag are essential characteristics. ane 

The contract will be fortwo years with an NGO competitive salary plus cast of living allowance, 
housing, annual fare-paid isave and use of vehicle. 


| Applications are invited for the newly created ICL Chair in Applied 
Management Information Systems within the Department of Business and 

- Management. The successful applicant will play a leading role in develop- 
ing the Department's research, teaching and co-operation with industry, in 
the application of information technology and software engineering. 

- Applications from candidates with research interests in any sector of business 
will be considered with those having experience in distribution being 
particularly welcome. The post is for seven years in the first instance, with the 
-possibility of extension. Salary will be determined within the normal 
professorial range (£19,010 minimum, £22,340 average, subject to review). 
Applications with full CV and the names of three referees should be made 


-by 15 September 1986 to the University Secretary, University of Stirling, 


Stirling FK9 4LA, Scotland, from whom further particulars may also be 





: : obtained. 








~ Confederation of British Industry/ 
University of Salford 





Applications are invited from suitably qualified candidates for this Studentship, 

leading to a PhD, to work on the economic impact of inward direct investment 

in the UK. The research, funded by the ESRC, will be supervised jointly by staff 
the University of Salford and the Cet. Further details and application forms 


Tei 01 379 7400 Ex 2407 


_Hamlyn 


hway. Lond 


Please submit written applications mer a detailed CVt Linda Krywald a at ActionAid, 


University of Warwick 
School of Industrial and 
Business Studies 
RESEARCH FELLOWSHIPS: 
APPLICATIONS OF MATHEMATICS 
TO FINANCIAL PROBLEMS | 

A senior research officer and a re- 
search officer are required for a two 


year ESRC research project on the 
applications of continuous time models — 


to financial valuation problems. The 
project will be directed by Professor 


| Stewart Hodges. | 
Applications are sought with either ex- | 


pertise in numerical analysis and com- 
puting (particularly numerical quadra- 
ture and the solution of partial 
differential equations) or with research 


experience in the option valuation. 


literature. 


The appointments will be made on the i 
scale Grade i] and Grade iA range for | 


research staff (£8,020-£15,700), and 


will be with effect from 1 January 1987 — 


or to be agreed. 

Application forms and further particu- 
lars from the Registrar, University of 
Warwick, Coventry CV4 7AL (0203 


523627), quoting Ref No 1/2A/86/K. | 


Ciosing date for applications 14 Octo- 
ber 1986. 












| PROFESSORSHI Pi 


Department of Business Studies . 


| (A) MBA PROGRAMME (three post: 
Successful candidates will have a got 
| first degree and subsequent qualific. 
| tions or experience sufficient to tear 
/ Management at the graduate leve 
| One post is in the area of Statistics ar 
| Operations Research; the second is 

the area of Marketing: and the third 

| the area of Business Policy and Strat 
| gy. Ability to teach in other areas of tt 
| programme such as “Public Policy, f 

| nance, Economics, Accounting and O 
| ganisational Behaviour will be an ad 
i -ed advantage. The MBA programy 
commenced in 1986 and has attracte 
an extremely high calibre of car 
dates. Teaching and research opport 
nities are challenging and exciting ar 
as the only graduate management pri 
gramme in Zimbabwe the MBA pri 
gramme is at the forefront of manag: 
ment education. 




































(B) (three Posts}: Successful canc 

dates will have a good first degree ar 
| subsequent qualifications or expe: 
i ence in the business and/or 


‘manag 
] coment aa raana field. ‘One post isin tr 





nent science and sti 
“Operations and më 
: k | research): the second postis 

te area of finance/economics and tt 





nae third position is in business administri 














| Zimjabwaan emia may ied appoin 


/ | tion/management theory. Ability 1 
| teach other courses (such as Smu 


Enterprise Management) would be ¢ 
advantage. 


SALARY SCALES: Lecturer Z7$16,94 
25,704, Senior Lecturer Z$26,54: 
29,064, Associate Professor Z$29,041 
31,692, level of  appointme 
depending on qualifications ar 
experience. 


| Both permanent and short-term coi 
tracts are offered. Persons who are m 





ag 29 August 1986. : 

















Sool management rural, valva: 
fon, mnie and horticultural he 


teaching and research in the Faculty. 
The appointee will be expected to pro- 
vide academic leadership at both un- 
dergraduate levels and be responsible 
for the further development of an ap- 
plied research programme. 


| ‘Applications from persons with proven 

<. abilities for providing leadership and 
administering a multi-disciplinary group 
_of staff according to principles of partic- 
ipatory. iia lial will be especially 
welcomed. 


The salary payable will be in the range 
of NZ$62,000-NZ$77 500. 


Further details of the position and con- 
ditions of appointment, may be ob- 
tained from the Secretary General, As- 
sociation of Commonwealth 
Universities (Appts), 36 Gordon 
Square, London WC1H OPF; or from 
the Registrar of the University, with 
whom applications close on 30 Sep- 
‘tember 1986. 








FINANCIAL T TIMES BUSINESS INFORMATION 
- seeks 


JOURNALIST 


< for a group of newsletters covering international finance, country risk, currencies 
- and financial markets. The successful candidate will be able to. demonstrate 
_ cexperience in these subjects and also a wide range of editorial skills, including 


production. 





5 financial markets. 


: oe CV to: 


reporting, commissioning material from stringers, sub-editing and on-screen 
This is an excellent opportunity to participate in publications serving the new global 


Salary indicator: £15k-18k 
| according to experience 


Financial Times Business information, 


; B: Sabine, 


2nd Floor Tower House, 


co ae i Southampton Street, London wee 


BONFERENCE 














2 OUR 1 fe 


“UNIVERSITY OF SURR 
SURREY ENERGY 
ONOMICS CENTRE 


"MAJOR INTERNATIONAL ENERGY 
” CONFERENCE 


her details from: Rachael Alexander, BIEL 


G uildford (0483) 509111/571281, ext 2104) 













is on 


and will be held on 





9-10 April 1987 





University of Surrey 
Guildford 

Surrey GU2 5XH 
England, UK 





Bien dons 


‘COURSES 


PEE EEE ETETETT 
B 


| GREAT BRITAIN NETHERLANDS | wr 






"E BRE eB ae ee ETTS 


ORL y offers 
the best in seif-instructional foreign 
language courses using audio cassettes 
featuring those used to train U.S. State 
Dept. personnel in Spanish, French, Thai. 


vai Learn 
“= a foreign 
anguage on 












| The intensive way and in rea 
mersion. This means living in¢ 
| the most picturesque regio! 3 
France and really becoming fluen 
Also vacation and learning pla 
Cultural programme in Paris.” 
ter programme on the: renc 
era. State age, goal level nd 
available. 
































your own! | Canter BP 176, id EU) 
For Ca Catalogue, caii or a | = TRANCE Tet: 31 sran 
London We ALL 01-837 1847 | 
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University 
de la Romande 
MBA COURSES : 


international private University offers 
external Master of Business. 

Administration {MBA} and Doctor.of o 
Business Administration (DBA) courses: a 










These nine and twelve months part time. 
Home-study courses are personally run by 
ane of the leading experts ih management 
and business administration, 






LEARN TO SPEAK FRENCH 
BY TOTAL NATURAL IMMERSION 










There are no residential requirements and a 










with Freach participants for 7 the courses can be taken anywhere inv the 
intensive days in the DORDOGNE work. Full details are available from 
Chateau LA VALOUZE 






Neil Gibson & Company, Dept E/M, 
PO Box 3, Sudbury. Suffotk. England. - 










tel. 539144 28 ui Lefèvre CIEL.BP 180 
24490 LA ROCHE CHAL Als. France. 


UNI\ ERSITY D DEGREE 


For Life, Academic & Work Experience 
Decrees Jor paaria wha wie ko be mo dia d 
secure in thelr Jobs or Professions. 


Eam a BACHELOR'S MASTER'S o DOCTORATE pe oa by 
m a a a 














a uh a aac ec 
cost evaluation, 


PACIFIC WESTERN UNIVERSITY 


a a o 


A marae 


IN EUROPE 





Evening and Daytime Classes. 
Master of Business Administration Degree 
Master of Arts Degree 


Management, Marketing, Business Administration, Computer Date 
Management, Human Resources Development, Economics and Finance, 
- gad International Relations. 


Bachelor of Arts Degree 


Computer Studies, Management, international 
Studies, Anthropology, Sociology, and Psychology. _ 




























Next & week term starts August 25 
(Leiden, Vienna) and September | (Genev: 
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5 Grosvenor Gardens} Boommarkt i 
London SWIW OBD | 2511 EA Leiden Sse 
AP Tel. 01) 6307771 Teh O70 144341 


| Tel. (022) 7424 















CAPITAL CVs prepare high quality 
curricula vitae. Tel: 01-607 7905 for 
details. 


“OVERSEAS POSITIONS 


į Hundreds of i itions available 
now. Tanne incor MAN attractive . 
benefits. 28 for all occupations, 

aria manage- 


personne! et 
For free information about ou publica- 


. PE write: 
EE PON ify ocho 3, Town of Mount Royal koyal, 























| “ZURICH-ZURICH-ZURICH 
BAHNHOFSTRASSE 52 
YOUR OFFICE AWAY FROM HOME 
@ Office Management Services 
@ Company Formations 
@ How to do business in/or/ 
FROM SWITZERLAND } 
Business Services Consult Corp 
Bahnhofstrasse 52, CH-8022 Zurich 
Tel: oven 92 07. Thx: 819 062 BSIC 
























Self-contained studio flats. CH, HW, 
lifts, 24-hr porterage. From £190 pw + 
room service £10. Discount for more 
than 4 weeks. Co let available for 
; facilities. 









Obtain both US residency and excellent 
financial returns through US investments. _ 
Guaranteed results. AH matters handied 
by licensed US Attorney/PhD Economist. 

_ Visiting Europe/Asia this October, ` 


Contact: Edward P. Gallagher, PO Box | 


70302, Washington, DC 20088 (USA). 
Tet: 301-951-9616. 











London WOI Tel. 01,387 6027 
AMEX, Diners, Visa 


r: | ‘swiss HANDLING OF 








INTERNATIONAL . 
TRANSACTIONS TOCKBROKES 
; The key company for Smak, rapidly ‘ananich meo held Florida 
-P® Handing of international transactions NASD member firm seeks association with 
ote Back to beak operations aggressive, well-capitalised Uk/European 





_ 4 Companies formation. dorniciliation and 
 adhunistration 
x Setting up countertrade-barters 
+ Marketing countenraded products 
* Fiduciary and trustee services 


brokerage house. We specialise in retail/small | 
institution business and our philosophy cen- 
4 tres around international diversification. Up to 
% of the equity i in our am will be available 
te the i appropriate parine 









DE BERIG SA 
13 Avenue Krieg Replies in adie to: 
a, Switzerland The Economist | Ltd 
Tel: 47 59 80 Box 64, 10 Plaza 






Telex; 421 896 DES CH Now York, NY $0020 







WANTED: STUDENT 
CAMPUS REPS 


Nordic Subscription Service is looking for 
| Student reps to display magazine sales mate- 
rial in the following British Universities: 
| DUNDEE, DURHAM, EDINBURGH, EXE- 
TER, LEICESTER, LOUGHBOROUGH, QX- 
FORD, ST ANDREWS, SALFORD, SHEF- 
FIELD, STIRLING, STRATHCLYDE, 
SURREY, SUSSEX, WALES, YORK. . 


Would you like the chance to supplemient 


AGENTS 
REQUIRED 
We would like to talk 
TO YOU 
_ | Ifyou or your company are: | 
| 1. Financial Consultants 
| 2. Investment Brokers 
i We are looking worldwide 
_ FOR AGENTS TO 
REPRESENT US 
We We have. an biana easy of suc- 


RII. now we wish to tak serlousy with | 
People who wouid lke to be involved 










prices on subscriptions to Time, Newsweek, | 
The Economist, plus many other well-known 
titles? if so, then write to the address below 
for further details. 


Nordic Su Service yap Ltd 
Whitchurch, opshire SY13 1PL 



























180% AVERAGE PER YEA 
FOR PAST 5 YEARS 
PETER'S BRANDT'S OWN 
TRADING RETURNS 


| Commodity Traders Consumer Report additionally | 

| ranks Peter Brandt's newsletter the “Factor Re- 

| port No. 1 in the US on return in margin equity 

-$ 180%, lower risk per trade $252 and among the 

smaliest drawdown in equity $3,758. Mr. Brandt 

| will be papang a limited number at managed 

of full disclosure 

| Jf you wish to hear further on the | | | documents, track record and FREE COPY of 

| terms of an agency aapomon wih | Factor Report call L. M. Karlin, Vanguard Broker- 

oe . age Corp. 1-800-225-5561. 4-800-221- 2917, of 

212-297-5208-. Teleac 226000ETLX UR/ATTN 
VANG. All types of Pension Accounts accepted. 


investments can be made and charges. Past parar 
i os manos ts 0 goer pe Piel sions 




























| your grant and offer fellow students reduced | | 





US IMMIGRATION OPTIONS 
US Attorneys provide confidential computer- 


assisted evaluation of. your options for US 
residence. 


Free information: 


immigration Associates 
PO Box 925, 1476 W. Arg 
Salem , Utah 84653 
Telephone 801-428-1707 





‘KENEGIE MANOR 
GULVAL, PENZANCE 
Tel: (0736) 66671 


| Are you seeking a partner or a 
resence in Liechtenstein/ 


witzeriand? 


* Controlling Marketi 


Establishing Networks 
* Off-shore Business | 


rvices . 
Services - 
k Introductions. 

confidential: 


$ ; Consultin 
Feer tyta 


asa write or cali 
| Elkuch industrie-Technik AG 


| 9487 Bendern/Liechtensteia 
| Tot: 075 7 1177, Telex 880119 ELKU FL 





ECONOMIST 


For information about 
classified advertising 
opportunities 
contact 
Elizabeth Harvey-Lioyd 
The Economist Newspaper Ltd 
25 St James's Street 
London SW1A IHG 
Telephone: 01-839 7000 
Telex: 24344 ECON G 


or 
Margaret Medlock 
The Economist Newspaper Lid 
10 Rockefeller Plaza 
New York, NY 10020 . 
Telephone: 212 54! 8730 
Telex: 148393 














E Readers 1 are recommended d to take . 
the appropriate professional advice 


before entering into any binding 


| commitment. 








SWITZERLAND 


RIGHT SNT THE BEST EUROPEAN 
MOUNTAIN GOLF COURSE 


We sell superb nts.2 to 6 rooms 
from SFr 285,000. 
NEAR FAMOUS CRANS PLATEAU 
AT TSARAT HAMLET 
Charmi 
SF 


Excelent Bedae “for ~ foreigi 
ors. 60% mortgage avaiable at 6) int 


AGENCE ROMANOE 
berm Benjamin Ce ) 
Tal. 131720. 79.11 tx 25673 arli 




















AUTHORS! Send Your Manuscript 
Biographical, Fiction, Travel, Paet 
atc: for Book Publication. Reasonab 
terms. Stockwell, Dept 75, iif 
Devon, England. (Estd 1898). 









| PANAMANIAN CORPORATIONS pr 
| vide complete confidentiality and ze: 
| tax liability. We offer company form: 
tion services on a fast, reliable ar 
| competitive basis. H. |. 


Darlingto: 
POB 1327, Panama 9a, Panama. Te 





| ex: 3121 KENKA PG. Tel: 23-0834 | 


23-4819 (evenings 23-6779). 





a | GATEWAY TO IMMIGRATION How 











w homeland. USA-UF 
ustralia: Switzerland in dete 












DM 2.50 
£1.257 











WHAT is CURRENCY BULLETIN say- 


i 1. ing NOW about the dollar? 
| | Businesses and investors, send today for 
4 f your free copy 
4 | London SW1. Telex 919560. 


to CB/PCP, 14 Pall Mail, 





















BUSINESS 
OPPORTUNITY 








PARTICIPATE IN DRILLING 
50 to 300 million barrels oil reserve 
potential in North Sea structures. Near 
| Production. Seismic. completed. First 
wells in 1986, development. in. bent 
1990s. Private ar © corporate | estors 













Hunt/Fish/Farm. 
Vacation/Retreat - 


200 acreson smailtiverin New Brunswick, 
house & barns since 1975, views, jet strip. 
aii S100, noe ytiabie). 


























prici diced. d d; Excellent terms. Visits 


21 Bete Biss mish | 








lAn i 

à © 14) <a -y 
pepe, 3 

Iwa "s 


is be 


- x 
à ra A ar . rae 4 a 
N ° -i - + ra 
CoS ys GE aires 
4 k 4 å. 





UTPUT, DEMAND AND JOBS America’s unemployment fell to 6.9% of the labour 
rce in July. In the same month, West Germany's unemployment rate fell to 8.9%— 
; lowest level since January 1983. Holland's real GNP slumped 2.0% in the first 
jarter of 1986, to a level 2.1% lower than a year earlier. Belgium's industrial 
oduction rose 3.5% in the 12 months to April. Australian industry increased its 
itput by 2.8% in the year to March. 


change at annual rate 
industrial 


3 mthst 
+49 


retail sales 
3mthst 1 year 


GNP/GDP 
3 mthst 1 year 


unemployment % rate 
1 year latest year ago 


stralia 





TE SES Se er ED IE SE a ee es ee ere a 
RICES AND WAGES Japan's 12-month rate of consumer-price inflation quick- 
ied from 0.5% in May to 0.8% in June. Australia's inflation rate slowed to 8.4% in the 
cond quarter of 1986, from 9.2% in the first quarter. Wages rose by 2.1% in Holland 
the 12 months to June, and by 4.5% in Sweden in the year to May. In both countries 
ages are rising faster than consumer prices. 


| 








Ph MONA OK MM pola. l S 7 TONEY SONIGA; BOUM, 
=OCUS: FINLAND During the six years 
o 1985, Finland's real GDP grew by an 
erage of 3.2% a year—well above 
he OECD's average of 2.2%. After the 
ise in oil prices in 1979, Finland's 
»xports to Russia (22% of all its ex- 
»0rts) boomed. Not only was the Sovi- 
#t Union temporarily flush with cash, 
gut Finnish exporters became more 
sompetitive as the rouble moved up 
vith the dollar. These favourable ex- 
ernal factors are now unwinding. 
-ower oil prices have cut the Soviet 
Jnion's demand for imports, and the 
.ECD expects Finland's GDP to grow by 
nly 2% in 1986. However, Finland's 
nflation rate is expected to dip below 
he OECD average this year for the first 
ime since 1980. 

rotnotes 
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1980 81 82 83 84 a5 a86* 
“OECD 


to all tables. All ngos seasonally adjusted ex 
average of previous 3 months, at annual rate. n.a. Not 
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COMMODITY PRICE 
INDEX America may have to raise its 
import quota for peanuts this year. The 
fierce drought in the south-eastern states, i 
including Georgia, the largest grower of 
peanuts, could reduce production by 15% 
this year. The USDA anticipates little 
change in harvested acreage, but yields 
are likely to be poor. Other producers— 
China, India, Sudan—have little surplus 
available for export, but Argentina is 
reported to have a good crop. Demand 
from Europe is continuing to expand. 
Prices are back to their highest levels for 
three years, but buyers are still watching 
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the weather in Georgia. 5 
1980-100 % change on 
July29  Aug5 one one 
month 
Dollar index Pe 
All items 753 77 +22 +39 
Food 848 860 +67 +122 
industrial 
All m0 - 4). tas 
Niat 19 Web” -a te ee 
Metals 621 61.1 = 06-4 74 
Sterling index 
Ail items 117.5 118.4 53 -568 “ 
Food 132.4 1345 98 +17 
Industrial 
103.1 1030 +16 -136 
110.7 127 +141 -102 
99 996 +19 -159 
819 820 +10 -112 | 
93° 2 +84 -<«4¢ 
th. Ra  =28 a 
771 781 =29 -153 
675 @62 -21 -207 ; 
9625 3590 +34 +121 
Crude oil (spot) North Sea Brent a 


$ per barrel 920 1395 +438 -48.9 = 
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MIC AND FINANCIAL INDICATORS 2 


WORLD BOURSES OPEC's agreement to cut its oil production boosted share price 
the developing world’s biggest stock- | on Wall Street; but London fell 0.5% during the week. Tokyo slumped 1.8% as 
market, has out-performed all other | further fall in the dollar sent shivers through Japanese exporters. 





stockmarkets during 1985 and 1986. | Stock price indices % on 
Share prices have risen fivefold in Aug 1986 one one record 31/12/85 
dollar terms since January 1985. 5 high low week year eadi coy N RPA 
When the government introduced its | a iSraia liga 12470 Woa +20 403 -96 F3 F1 
anti-inflationary measures in February | Belgium 37071 37469 27669 +22 +60 -11 +20 +4 
1986, prices doubled in two months. | Canada a Aaa S A A aaa a kaa 
Since then, the market has sagged as | France 379.8 411.3 ma +02 #+758 + #-=-77 F20 to 
the consumer-spending spree has | W. 1865.3 2278.8 1762.4 +31 +325 -11 - 44 +11 
generated new worries about inflation. Holland 289.9 294.4 240.4 +30 + 324 -15 +134 +3 
The slide in oil prices knocked 30% off Hongkong 1889.0 1906.3 1559.9 + 16 + 11.1 - 09 + 78 + 7 
742.3 908.2 454.7 -18 +1030 -103 +624 «+ 88 
ee oe eae ae ans ia a E 
Venezuela, another oll producer, saw i 763.6 776.9 563.3 +27. Aa e +232. + 19 
cere South Africa 1254.7 1254.7 10193 +31 +374 nl +175 + 16 
share prices jump by 30%. Spain 185.0 1948 1008 +65 +1272 — 31 + 85.0 +109 
Share prices , Sweden 2527.2 2531.7 1729.6 +32 +641 -02 +454 «+57 
December 31 1984= 100 Switzerland 501.6 625.5 497.2 - 11 + 10.4 -19.8 - 147 +4 
c Local Currency UK 1265.8 14259 1094.3 -05 +924 -112 +18 +6 
n Dollar terms USA 1770.0 1909.0 1502.3 + 0.6 + 34.1 - 69 +149 +14 
bo aS Te Siew e OS SE oe en eee ee eee 


MONEY AND INTEREST RATES Yields on American government bonds ros 
ahead of the Treasury's $28 billion refunding exercise, on fears that the appetite « 
Japanese investors might dry up. Australian banks raised their prime lending rates. 












Money supply Interest rates % p.a. (Tuesday, except bonds which are previous Friday) 

hard gph ete e Money market Commercial banks Bond yields Eurocurrency 

Narrow Broadt Overnight 3months Prime Deposits Gov't Corporate Deposits Bond 

(M1) lending 3months long-term 3 months 

+ 16 +129 (6) 15,50 16.90 17.50 16.25 14.60 15.60 16.75 14.2é¢ 
na 7.25 na 


9.75 f ; . 0.1£ 
7.00 7.25 9.60 7.25 7.29 9.12 7. 25 8.6 
4.60 4.65 7.00 4.23 6.10 5.85 4.56 5.63 
+59 + 45 (4) 5.75 5.63 8.00 5.63 6.15 6.69 5.50 83 
Italy +98 +92 (4) 1163 1150 13.50 478 13.63 9.76 10.50 

+54 + 86 (5) 456 4.66 4.13 2.13 4.98 6.07 4.81 53 
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Canada +29 + 48 (6 
France +65 + 46 (4 



























in +15.1 +12.2 (5) 1236 12.35 14.50 650 1236 12.91 12.00 

Sweden na + 7.1 (5) 10.00 9.85 12.75 9.33 9.75 1088 10.00 
' 4.53 7.25 4.00 4.34 4.82 4.44 4.6 

UK +18.6 +183 (6) 8.75 9.84 11.00 9.81 9.57 10.43 9,84 





SA +128 +73 (6) 625 615 600 590 74 905 644 7. 
Other key rates in London 3-mth Treasury Bills 9.5%, 7-day Interbank 10.0%, clearing banks’ 7-day notice 4.4' 
Eurodollar rates (Libor): 3 mths 6.5%, 6 mths 6.5%. 


Australia, Canada, Switzerland, USA, W. M3, Be + COn, UI EARS eee A 
4M2 except í Spain, Japan 


(Belgium), Nederlandse yonnais, 
rates paniy Saarimaa dak nal Dore Anping te agti aaa 





TRADE, EX NGE RATES AND RESERVES Japan's visible-trade surplus fell to $6.9 billion in June, but the 12-month tot 
rose to a record ord $71 billion. Japan's current-account surplus rose to $65.5 billion during the same 12 months. The dollar's trad 
= weighted value fell 0.6% during the week, touching a postwar low of Y152.80 and a 5}-year low of DM2.08. Sterling's trad 
i) = weighted value fell a further 0.4%. 
oy 


Trade balance” current- Trade-weightedt currency units per $ currency units foreign anihi 


Australia - 020 - 23 -101(6 51.2 68.5 1.63 1.41 2.42 1.96 1.63 
= BQ +0234 - 03 + 012 96.0 91.1 43.2 57.4 64.2 52.3 43.8 6.1 5.0 
anada + 060 (5) + 92 - 3208 0 86.6 1.38 1.36 2.06 1.66 1.39 6 2.4 
France — 0.18 (6) -— 28 + 092 69.5 67.0 6.77 8.69 10.1 8.12 6.86 26.5" 215° 
| W. Germe + 3.74 (5). +948 + 2306 1383 125.4 2.09 2.85 3.10 2.52 1 43.2 38.7 
-Holan +0.58 (4 + 44 + 5902 128.2 1156 2.35 3.20 3.50 2.85 K 10.8 9.0 
iy. =m) -100  - ate 47.2 44.3 1438 1899 2137 1726.4 18.9 195 
5 apé + 6.85 (6) + ene + 655 (6 27.7 +1579 155 239 230 185 156 32.6 73 
Dai — 0.80 (€ + 36 5 49.1 47.7 135 165 “ES SO AS << A. 
Swede +048 (5) + 36 1.1012 67.4 66.9 6.99 8.44 10.4 8.39 7.05 6.6 45 
Y Switzerland  — 0.15 (4) - 36 + et 166.7 146.1 1.69 2.36 1 X 171 16.5 13.0 
a UK = 0.94 (6) - 53 + 43€ 71.8 80.3 0.67 0.74 — j. 0.68 14.4 9.9 
! $ <14.17 (5)$$ -163.1 -125.2 (3 111.5 1384 = — 1.49 1.20 1.00 34 24.6 


í Canada, Australia, Japan, France and UK imports fob, exports fob. All others citlob Bank of England index 1975=100 ttexcluding gold “March ttnot seasonally adjusted. 
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Wve North-West-German-State-Lottery 

“is the only lottery that offers extreme 

A. high prizes compared to the limited 

issue of 500.000 tickets. The lottery runs over 

a period of 6 months, one class per month - 
6 classes in all. 


Draws are held in public each friday and are 
supervised by government officials. The re- 
sults are Sblihed monthly in an official 
winning-list. 

The number and the amount of prizes are 
fixed before the commencement of the lotte- 
ry. Thus each ticket-number is in the game 
and has an equal chance of winning. All pri- 
zes are quoted in German Marks (DM), one 
of the strongest currencies in the world. 


Tickets can be ordered from anywhere 
around the globe in a half yearly subscrip- 
tion, We offer full (1/1) tickets, which when 
drawn, receive the whole prize, half tickets = 
half prize and quarter tickets accordingly. 
The ticket-mumbers are registered in your 
name. before they are mailed, thus insuring 
100% security for you in case of loss. The 
full-service fee ts as little as DM 21.- (other 
lotteries charge more than 60% of the billed 
amount). 


* TICKETS ARE LIMITED: 500.000 

= GUARANTEED PRIZES: 200.568 

* OVER 169 MILLION D-MARKS IN 
PRIZE MONEY 

# MONTHLY PERSONALIZED STATE- 
“MENTS OF ACCOUNT 


* INSTANT INDIVIDUAL AND CONFI- 
DENTIAL NOTIFICATION OF WIN 











© | We ticket 381.00 © 
W4 ticket 201.00 © 








DM US$* £* 
1/1 ticket 741.00 © 336.85 © 224.55 
173.20 © 
91.40 © 


OF 2,000,000.00 DEUTSCH-MARKS 





SUMMARY OF MAIN PRIZES 
2 PRIZES OF 2,000,000.00 DM 





6 PRIZES OF 1,000,000.00 DM 


180 prizes of 100,000.00 DM 
or 18 prizes of 1,000,000.00 DM 


5 prizes of 80,000.00 DM 
S prizes of 75,000.00 DM 
4 prizes of 70,000.00 DM 
4 prizes of 60,000.00 DM 
33 prizes of 50,000.00 DM 
33 prizes of 40,000.00 DM 


Plus over 200,000 prizes 
up to 35,000.00 DM. 





THE LOTTERY CONSISTS OF 6 MONTHS. 


L. class: 14.658 prizes = 8.472.000 DM 


ha 


3. class: 16.66] prizes = 13,825,000 DM 
4. class: 17,718 prizes = 16,695,000 DM 
5. class: 18,775 prizes = 19,665,000 DM 
6. class: 117,182 prizes = 99,966,000 DM 


Start of next lottery: March 1987 


I try my luck and order! bas ee ò 
All classes (1st — 6th class) 77. Lottery, beginning to: 


September 26, 1986 to March 20, 1987, 
of the Nordwestdeutsche Klasseniotterie 


AEST ARAN ER EAT el CAPT ATR ARH Taaa in adanan Mate! 












115.45 
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60.95 








WANT TO BE A LOTTERY WINNER? | 
P HERE’S THE BEST CHANCE YOU'LL EVER R GET 


. class: 15.604 prizes = 11,050,000 DM 


Please write in German [_] English [ | 


Mr. L Mrs. O 


PERRE 
eest | 
sw 


LY WHERE LEGAL M — PLEASE INCLUDE PAYMENT, WHEN NOU ORDER AFTER SEP EP. 26, 986 


































HOW TO PARTICIPATE _ 


ou order your ticket on the order 
Ye pon below. Within days you receive 

your ticket together with an invoice 
and the official drawing schedule with rules 
and regulations. 
PLEASE INCLUDE PAYMENT WITH | 
YOUR ORDER! You can also pay for yout- 
ticket alter receipt of the invoice. Payment.” 
can be made by personal check, travellers 
check, bank transfer (add remittance bank = 
charge) or in cash via registered air mail (cash 
at your own risk). 
After each class you will receive the official 
winning list together with the ticket of the ~ 
next class via air mail. 





If your ticket has been drawn, you will imme- 
diately receive a winning notification. 


Your prize-money will be transfered to you 
within one week of your request by check. Gf 
course, if you hit a jackpot you can come in 
person to collect your prize in cash. 


Ifyou are already our customer, please do not 
order, because vou receive the ticket automa- 
tically for the next lottery. 

You can be sure you will receive fast, honest 
and confidential service. Now it is up to you, 
therefore order and mail the coupon today. 
We wish you lots of luck. 


YOUR WINNING CHANCE 
1: 1,493 


If coupon is missing, write for information. 
eae = Lotterie-Einnahme Hameln 


worldwide 
KuhImannstraBe LA 
D-3250 Hameln, W.-Germany 


Lotterie-Einnahme Hamelin 
KuhimannstraBe 1A 
D-3250 Hamelin W.-Germany 


Please print in & 
clear letters. : 


Miss 5 
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Scientists at AT&T Bell Laboratories 
have created a “laboratory” on a chip— 
featuring a functioning transistor only 
200 atoms wide. 

This new transistor—a laboratory 
in which microscopic circuits reveal the 
fundamental nature and behavior of 
electrons—enables us to explore the 
physical limits of miniaturization. 

Shrinking Pains 
Miniaturization is one key to increasing 
power, capability and speed in an inte- 
grated circuit. 

But there’s more to shrinking a 
circuit than making it smaller; there are 
new problems created by the laws of 
physics. One of the most troublesome is 
noisy electrons. 

Just as electrons can carry infor- 
mation through the transistors of a cir- 
cuit, they can also make noise. And, as 
circuits get smaller, noise becomes 
more of a factor, even to the point of 
“drowning out” the information. 


= What’s All This Noise About? 
To ensure that smaller will continue to 
mean better, AT&T sought a new way to 
isolate, understand and control elec- 
tron noise. 

Utilizing an advanced method of 
precision engraving, chips were 
carved with the record-breaking 
200-atom-wide transistor circuits— 

so small they force electrons to flow 
in nearly single file. 

This we: a ap 2 vho A makes it 
possible to segregate, manipulate and 
“tune-in” on individual electrons. (Lis- 
tening to electrons one at a time is like 
listening to the clapping of one person 
in the crowd at the Graes) By study- 
ing electron flow at this minuscule order 
of magnitude, AT&T has produced some 
fundamental revelations about the 
sources of circuit noise. 


The Rocks In The Rapids 

As electrons move through the narrow 
circuit, they behave both like waves and 
like particles. The particles can be 

. troublemakers. Some produce obstacles 
in the form of charged atoms—atomic 
“rocks” that create disruptions in the 
flow of current, much the way rocks cre- 
ate the “rapids” in a stream. 

Noise—in the form of individual 

“clicks”—comes from sudden changes in 


















eed current flow as single 
f F 9m electrons create 2 
m~ and destroy atomic +7 
AM “rocks.” Now, using our 
wa), a narrow-channel transis- 
KM, iy] tor to study these dis- 
ww] ruptions in current flow, 
@ we are able to identify 
Listening toelectrons the individual clicks 
one at a time. . 
. _ that comprise data- 
obscuring noise in ultra-small circuits. 


Quiet! Electrons At Work 
Identifying the source of electron noise 
is a big step toward removing it. But, 
AT&T is already working on the next 
step—experimentally altering the 
nature of atomic obstacles to reduce 
their effects. 

As the number of components on 
silicon integrated circuit chips continues 
to increase—by a factor of as much as 
100 each decade—a knowledge of noise 
becomes critical. Today, AT&T packs 
2 million components into its megabit 
memory chip; by the late 1990s, 
100-million-component chips should be 
possible. 

A consistent world leader in 
microelectronics, AT&T will continue to 
poss the physics of the very small, 

uilding on the advanced research made 
possible by a laboratory on a chip. 


| |AT&T publishes a magazine called 
PROTO, a report to managers on how 
AT&T technologies are being used in 
advanced communications products and 
services. 

For a free copy of PROTO, write: 
PROTO Circulation Manager, AT&T 
Bell Laboratories, Box A, Room 1L-404, 
101 John E Kennedy Parkway, Short 
Hills, New Jersey 07078. © Copyright 1986 ATT 
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À Creating more reliable systems 


As air traffic grows, so does 
the burden on the people and systems 


that direct it. 
Continuous surveillance is 


essential in a crowded sky. To prevent 


system shutdowns, Lockheed has 
devised an innovative combination 


of computer hardware and software. 
It's called a distributed network, and 


it enables fault-tolerant computers 
SS 


= lockheed 


Giving shape to imagination. 


gegeten 


Awe a TN | \ he 


\ 


and intelligent peripherals to keep 
working in spite of component 
maifunctions. 

Each computer in the 
network contains its own internal 
redundant hardware. Should a 
component malfunction, it can be 
detected, isolated, and the circuit 
board replaced while the system 
continues to operate. This unique 
fault-tolerant design helps air 


traffic controllers keep traffic safely 


for air traffic control. 





A uu 
ANA 


separated without the distracting 
burden of compensating for failed 


-computer capabilities. 


Lockheed systems special: 
also are working on programs thaf 
include radar, sensors, and image 
processing. Whether it’s for air 
traffic control to safeguard the skic 
or weapon control to support 
America’s defense capabilities, 
Lockheed technology continues ta 
advance the science of system desi 
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The Dorchester. 
The epitome of British tradition, 
service and hospitality. 

















In the heart at Mayt air 
stands a living tradition. 
“The Dorchester. A Regent 
hotel. Here, you'll find the 
highest standards of service 
and cuisine in London. 


Orchester 


A REGENT ® INTERNATIONAL HOTEL 


"The 
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o commodity aoreements. as evi- 
Jenced by your leader on the new 
cocoa pact (July 26th), 


some reason you appear to have 
eveloped a bias against this form 
mechanism for world 
3 etterment. 

Your statement that the tin 
rash shows that commodity 
reements.do not work does not 
ally bear examination. It is not 
-concept of commodity agree- 
ents that let the tin agreement 
wn but the loose and undisci- 
lined administration of the buff- 
stock and the greed of the 










































"The classic argument of profes- 


the commodity concerned; 


atify market shares. Both 
here are pluses on the other side 
of the scale. 

< Atthe present time, the devel- 
oped countries have accepted a 


‘commodity prices will go a long 


of third-world debts. They would 
a o make a contribution to glob- 
al economic activity and stimu- 
e third-world purchases _ of 
nar factured goods. 





uld make a signal contribution 
he third world by promoting 





biter of commodity agree- 
nits. that would be a Major 









i A usually no o problem in 











ould be maintained in order to 
g about a reasonable level of 








otas between the various ex- 















ssistance from it and the IMF. it 
‘ould go a long way to : 
these arrangeme 
and effective. 

Kilbryde Castle, 
Perthshire. Su 










is ex- 
remely jaundiced and sad. For 


ional economists against com- 
y agreements seems to be: 
irst, that they. result in higher 
ices than necessary being paid 
? _ Leicester 
second, that they tend TO Ce 


these ‘objections are valid, but. 


wish and a duty to assist the - 
inder-developed | world. Higher 


y. towards solving the problem 


-I suggest that if the ‘World : 
ank could be persuaded that it 


acting as honest broker and- 
ablishing the levels at- which 
sduction of a commodity 
rices. The main problem is al-.. 


vays the difficulty of dividing the 


jorting countries. If the World 


No more Chiangs 


SiR—Your picture of Taiwan was 
true (July 26th) except for the 
conclusion that another Chiang 
might take over from Chiang 
Ching-kuo. 

I think this will never happen, 
for two practical reasons. First, 
the Chinese in Taiwan have been 
educated to believe in constitu- 
tional democracy, not feudalism. 
A third Chiang as president 
would generate a credibility crisis 
not only for the Chiangs, but for 
the ruling party itself. 

Second, none of the. third gen- 
eration of Chiangs has been 


groomed, as Chiang Ching-kuo 


had been by his father, Chiang 
Kai-shek, to be the top man. 
Chiang Ching-kuo would only 
jeopardise his family if he passed 
his power all of a sudden to 


somebody who was “a stranger” 


tothe Taiwanese, 
-CHIEN-SAN FANG 





Israel’s economy 

SIR—-Congratulations on an ex- 
cellent account of Israel's anti- 
inflationary effort (July 12th). I 
would only like to add a clarifica- 


‘tion which would both put the 
dollarisation plan in perspective 
and emphasise the main threat to 


SUCCESS, 
Regardless of how much wage 


indexing one institutes, indexa- 


tion can never eliminate uncer- 


tainty as to the real purchasing 


power of average real wages. 
Consequently, labour unions are 
induced to hedge | against pro- 
spective declines in real wages. In 
Israel's case, this resulted in peri- 
ods of increasing real wages un- 
justified by productivity. Infla- 
tion-causing devaluations were 


then used to erode real wages, in 


order to restore Israel's competi- 
tiveness. Dollarisation’s central 


feature was to denominate every- 
thing in dollars, thus eliminating 


wage uncertainty. This would 
have forced unions to accept the 


‘consequences of excessive wage 


increases in the form of unem- 


ployment. as devaluations could 
ral sf. no longer be used for corrections. 

ing this, and compliance ` were 
rt of the price of receiving 


It is precisely in this context 


that the danger to the current 
plan lurks. The substantial wage 
i increases in recent months indi- 


| d have been 
i ter “td reducé’ wages more 
oder than had been done 
begin with, but keep the re- 
1 fora longer period. 





mes Printers Sdn, Bhd, ` 


This is. as wher i! Das 
ment has been lucky: without the | 
substantial devaluation of the 
shekel vis-à-vis the European 
currencies (which also. explains. 
icflation) occa- 
sioned by the fall of the dollar,. 
the plan would have probably’ 



















Israel's (20% 


come unstuck already. 


The fact that the government 
came habitually to the rescue 
when excessive wage contracts’. 
had been struck caused employ- ; 






SIR—We have a problem: the 
Canadian “postal service” o 
lack of it. It seems- incapable o 
getting you to me until you are 
two, issues ahead of me on the 
bookshelves. 

Talk about frustration and for 
bidden fruit. 










ers to adopt soft stances in wage | pi a 


bargaining. After all, it was easi- SIR 
er to turn to the government than 
to risk costly strikes. It is this 
ubiquitous government. involve-.mé 


ment in Israel's economy. that 
must be terminated if the growt 


that is mandatory for the plan's. 


long-run success is to take place. 





Fairfax, P 
reinas  YAKIRPLESSNER | 
Going nuclear 


SIR—Neville ‘Pressley (Letters, 
July 26th) states that there is no 
evidence that the Soviet Union 


would ever consider the use. of 


nuclear weapons against a non- 


nuclear state. 


They might refrain from ecto. 


ar strikes directed against popu- 
lation centres. But there. 


would be likely nuclear targets in 


the event of war. Chief among. 
these targets would be airfields 
(both civilian and military) which 


are difficult and expensive- to 
neutralise using conventional 
weapons. Conventional runway- 
cratering munitions do exist, but 


they have to be delivered with. 
pinpoint accuracy by manned air- 
craft and the treatment may need’ 

to be repeated at intervals. I find. 





it difficult to believe that. the 
Soviet Union would ‘squander 






aircraft and crews on such dan- 


gerous and difficult missions if- 
cheaper and more effective alter 





_ those Venetians who use the | 







are oog 
many other targets which, in the thi 
absence of any risk of retaliation, 













£ e as 2nd) ‘with 
may at the draconian 
dopted by Mr Nerec 
etan municipal au 
. with the so-calleg 






with fines for ‘opine 
Laroni should extend t 


nals as a waste-disposal unit, par. 
ucularly the market traders on the 
Grand Canal's “southern” bank. 
The money raised could then be 
channelled into relieving the ca- 
nals of their not-so-delicate 
fragrance. 
As for Mr Laroni’ s ‘assertion 
eople staying in St Mark’s 
bly succumb to the 
there, I suggest that 
highlights the lack of public 
conveniences, Having been 
caught short, after visiting. the 
Ducal Palace. with a spot of “Adri- 
atic tummy”, I recall a relentless 
search for somewhere to relieve 
myself. It was a search in vain— 
“patrons only” meant more cus- 
tom for the local traders, 


London Sipney Cox 

















native (nuclear. weapons) were be 


available. me 
This rests‘on Sovi 





risk of retaliation; which is why 
NATO must: continue to demon- 
strate that such ¢ a risk does exist. 





Nottingham MICHAEL SKELDING 
Berliners | 
SIR— “Bin ich ein Berliner?” : 


Kennedy years 5 ag sassnine 5 you | | ari (a oa ee 
are referring to a citizen of Ber- |“ 
sking,. 


lin. What you are really ask 
however, is “Amla cough?” 
Darmstadt, 

West Germany — 








is Decembar and the frat weak in Janu 


i ommand- 
ers being assured that there is no | 






















1 Roughly £280, will be spent on sponsorship 

| in the UK in 1986. Everything from 

i international athletics te flower shows will 
benefit from sponsorship tunds. This third 
edition of a highly successful report reviews . 
recent progress inthis fast expanding sector, 

it answers some important questions such as: 
is there a formula for success? Could tobacco 









| _ Money ever be withdrawn? What are the 
$ oriteria u used 










"today's sponsors? Are there 
ub ks? How do you cope when 
spo ‘ship is withdrawn? New areas for ~ 
ig ship, fresh ways of sponsoring and 
nds fo the end of the 1980s are also 


fing postage): UK & Europe £85: 
ica USI: Rest of world £88, © 
















+ 
} 
i 
j 
i 


Feiniant nie ag ennerien fri aoan 


ey te a aoaaa MAAN 


ansor 


terse apg mamae AM OR 


WHAT ARE THE DETAILS? 


beeen oma r aprenan metr ooo - - - - - amenar einean m ar beets errant aaora h 


i 
| @ High Rates ofinterest ` E do m Minimum opening balance 
! | è Nonotice of withdrawal : | Minimum transaction 7 
= |: @. A cheque book to give you easy access Interest is calculated daily and applied mont 
vo: Cheques may be payable to third parties andall - ` 
CU ger transactions should normally bein sterling. Statements 
Oe | are issued quarterly (more frequently if you wish); 
First 9 cheques per quarter are free of charge. 
CGE eo a one eer Up to date rate of interest available by = 
‘Available to a¢ pl canis world-wide telephoning Bank of Scotland, Jersey 0534-39322. 
BERE eg Seg a i Simply complete the coupon below and enclose your 
cheque. An acknowledgement of your deposit willbe sent _ 
‘by retum and your cheque book will follow a few days later. 
Bank of Scotland was constituted in Edinburgh by Act of Scots’ 
Parliament in 1695. Copies of the Annual Report and Accounts are. 
available on request from R, C. Home, Manager, Bank of Scotland, 
4 Don Road, St Helier, Jersey or from Bank of Scotland, Head Office, 
| The Mound, Edinburgh EHT 1YZ. Bank of Scotland Proprietors’ Funds. 
Riba Toles may vory rates quoted conect at fimecfgongtopress. as at 28th February 1986 were £423.9 million. | 
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| @ Noneed to have another account with us 


la Bank of Scotland Money Market Accounts Centre, V We enclose my/our cheque for £ (minimum £ 2,500) payablë 


-4 Don Rood, St Helier, Jersey. to Bank of Scotland., 


v We wish to open o Money Marke Cheque Account. Should the cheque not be drawn on your own bank account, please give 
fam/We are aged 20 or over, (Please complete in BLOCK CAPITALS.) details of your bankers. 


OIE) ea MY/OUR BANKERS ARE 
o BRANCH 


ACCOUNT NUMBER 


Bank of Scotland Jersey offers o full range-of services. For further 
information tick box 
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question. Is the Far East apai to 

ber hted West how to make peace? For 

: ovided a vital condition is satisfied (as it 

probably can be), and Provided everybody remembers 

what a relative thing “peace” is, those Europeans are 
‘tighter than those Americans. 

That the Russians are offering something new to 


‘China, and that the Chinese are at least in principle 
interested, is now beyond much doubt (see page 16). 


Ignore Mr Mikhail Gorbachev's talk of withdrawing 
some of his soldiers from Afghanistan and Mongolia. 
‘Unless international inspectors are in place to check 


that the troops actually do leave and are not replaced, 
ng: remember Russia’s talk of a 


these things mean nothir 
“unilateral withdrawal” from East Germany in 1979, 
-and Vietnam's ditto from Kampuchea in 1982. The real 
novelty is Mr Gorbachev's offhand capitulation to 
‘China, in his Vladivostok speech of July 28th, in the 
matter of the Amur river boundary between Russia and 
china. Mr Gorbachev’s concession may involve Russia 
handing over only a few small river islands; but the 
have hitherto been almost paranoiacally reluc- 

any fragment of territory they control, 


esture to China has to be set against 
a eni in Vladivostok that 


cific, Tight ‘down to “Australia and New Zealand: Of 
se, this worries Japan (see page 15). Despite that, 
roperly handled, Russia’s invitation to China to have a 
ould be good for almost everybody. 
pocalyptic-minded people can dismiss the idea that 
orbachev proposal might be the first step towards 
wW. Russian- SAEs alliance, a restoration nof things 


come a a power in its own ‘right. Two such vast powers, 
th deeply nationalistic, of different races, sharing a 
0- border, with a long history of conflict, are 
eat least suspicious rivals. The most that is 


en is the introg uction of a a few more ; 


AUGUST 1 


Anen cans rar that China would Donel th 
That did not happen either. In the past few years | 
has been trading more with Russia, chatting to 
often, sometimes ane Russia’ S side in an 


There may now ioe some more of all this. But in the 
few years China has also—and this matters more 
any of the other things—raised the banner of a diffe 
sort of communism from Russia’ S. Even if the d n 


swirling 10 Peking and Mr Deng to Monee. they are ; n 
more likely to end up in bed together than Luther w 5 


with the Pope. 


Indeed, it is to the West’s advantage i 
Pope in Moscow feels obliged to hold o T 
tentative hand to the Marxist Luther in Peking 
conservative ideologists in Russia, that is even 


_ painful to contemplate than Mr Nixon’s similar g 
to Peking was to conservative ideologists i m Ame: 


years ago. Mr Gorbachev is saying that he is prepa 
to do business with his religion’s chief heretic. Tf sc 
may also be prepared to borrow some of the here 
Mr Gorbachev, carrying the overriding of his cc 
tives a stage further, is now willing to import in 
some of the proto-pluralist market ‘principh 
which Mr Deng has got the Chinese economy 
again, it is not only Soviet consumers who w 
him. A Russia that has diluted its Leninism should 
slightly easier place for the West, and everybod! | 
to live with. 


If it moves, inspect it | 
The main danger—and the big condition that h ja: 
satisfied—comes on the military front. It will n 
the West if China sells Russia some more sece 
cotton shirts that westerners do not want becaus 
prefer Taiwanese ones, in return for some more 
rate Russian machinery which China has to put 
because it cannot afford the better western sort. 
hurt the West if Russia. and China make big cuts 
armies along their huge frontier, unless C 
makes sure that Russia cannot simply move 
placed men and missiles to loom over Eur 

the fragile little oil powers of the Gulf 


‘the east, as in the west, has to 










noel, Mr Deng’s China will almost certainly 
t on this. Mr Deng, like most other people, would 
appy to spend less on soldiers and guns. But he can 
hat any benefit he gains from being able to cut 
ina’s army will be short-lived, if the result is to tilt the 
ernational triangle by making Russia stronger than 
‘est. Mr Deng thus has a keen interest in insisting 
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if he does insist on one, that will help the West in 
m search for an inspectable deal with Mr Gorba- 
In an arms-controlled world, if such a thing is 





ie inspectors’ eyes. 


uy time, use it 


ir Deng may be manoeuvring themselves towards 
vork of agreements that could make the world a 
er quieter place for the next ten or 15 years. But 
then? If Russia, by shifting resources from its 
ry budget to its civilian economy, becomes a much 
; powerful. country by 2000 than it is now, will 
1a and the West find that they have bought a little 
esent peace and quiet at the cost of greater danger for 
eir children? It is a fair question, and it has two semi- 
swers. 





\ ustralia’ s budget on August 19th 


\ustralia has a third-world economy, first-world living 

ndards, but British-born trade unions—and there- 
ore another crisis for social democracy next Tuesday 
ernoon: On August 19th the Labor government’s 
T, Paul Keating, will introduce a horrid budget 
to make his present small recession bigger. He 





lic if he does not cut government expenditure in 
ys his backbenchers will hate. 

ace this has had to be done by every British Labour 
cellor, from Snowden. through Cripps to Healey, 
s new? The answer is that it is happening although 
Hawke’s government has followed an economic 
rather more responsible than its conservative 
ssor, which hurled a pre-election boomlet at an 
omy held rigid with all the wrong sorts of controls. 
> 1983, Mr Hawke’s men have deregulated, floated 





sed. budget deficits and agreed with friendly union 

er that their n members should have cuts in 
ge: igh > SUCCESSIVE } years.. ore 

4 e— 0 new jobs 

arce of only 5. pies the latest 

disastrous, almost wholly. because 

or the p primary produrts that 










a properly inspectable arms-cutting agreement. 


ible, better that both ends of the Soviet Union of 


, Says the more far-sighted sort of sceptic; you 
g that, with luck, Mr Reagan, Mr Gorbachev. 


L emocratic voters everywhere should ponder the implications of 


oreign bankers will regard Australia as a banana 


xchange rate, liberalised foreign-investment rules, 






“One semi-answer re tr r of me 
from guns to civilian production will not do all tha 
much to improve Russia’s economy. As a few of M 
Gorbachev’s men now more or less openly admi 
radical improvement in their economy requires: 
change in the whole way Russia is run. That chang 
would be a good thing all round. A semi-deLeninised 
Russia would not, of course, be a perpetual source of | 
peace and light. Power is power, whatever badge it- 
wears: the two worst wars the world has ever known, in- 
1914-18 and 1939-45, started between countries with | 
roughly similar economic systems. Still, a Russia that- 
has eaten its Leninist words in order to eat better things - 
is liable to be, for a time, a a Russia. “ 

The other semi-answer is that the 
bought depends on how the ti 
China can use the next ten or 
their own economies (and to d | 
different ways, the continuing advantage ofi i 
approach in economics as well as in politics). ` 
hesitate before cheering that better times are on the 
way. That depends on whether Mr Gorbachev is willing 
to open Russia to the thorough inspection needed for 
the arms-cutting which is the core of the hope of those 
better times. So far, he is still ambiguous about that. It 
would be a foolish world that started cheering in the 
week when that 25-year-old wall sone savages. its way 
across Berlin, one across e ce 
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Australia exports. Against the yen the Australian doles 
has crashed to Y9Q, versus parket, A E er Even wih 1 this 














fr: A to. 
mers are locking 
15.6% interest rate 


time when 35% of drooping expo vort rt 
service past foreign loans; few- 
into even the employment-ct ru 
now offered by Australian corporate bonds. So Austra- 
lians’ immediate living st dards may be dictated by the 
reaction to Tuesday’s budget by about two dozen 
conservative young men on the rather junior Australia 
desks at a few Wall Street and London banks. A 
financial conglomerates’ ramp? _ 

No, but a sign that Australia’s industry really must 
get less backward than Taiwan’s. Nea y 40% of 
Australia’s. exports are agricultural, 
mined ien S and it has hardi 














1 their - hanpa subsided bread. 
The demand for Australia’s minerals is falling because 
modern industry does not. need so much of them any 
more. So Australian manufacturers must start to win z3 
more than their present 1% of the h Loe 
for machinery by their SEAN. 
















: : when it escaped from British colonial rule in 





p ic white head in the world. 
facturing was deliberately created by govern- 
ıt around that time, with labour-intensive indus- 
‘to accommodate miners made redundant by the 
of the gold rush. Compulsory wage-arbitration 
ts were set up, so as not to let Ned Kelly starve. The 
ts are overtime rates that make nightshifts. and 

nd work by successful industries uneconomic; 
n restrictions about who cannot do what; 
rle of craft unions through which a wage award 
erks in one industry (where more clerks are 
passes straight through to clerks in all other 
es (where they aren’t)—thus making have-a-go 
ess start-ups too expensive. The Hawke govern- 
m ent has bravely said that it will discontinue protection 
pr indusi vie the u unions and employers do not 
























settle their tax differences 


Nothing would encourage success in European business 
more tellingly than the removal of the customs posts 
that hinder the flow of goods across the European 
Community. Their disappearance would signal the right 
of any entrepreneur, great or small, to emerge as a 
European champion under his own steam. 

Europe appears at last to be making progress towards 
this end—but progress with something vital missing. 
Until 1985, the free marl egarded as a vague and 
holy grail. Then, a year ago, the European Commission 
produced an excellent paper which pinned the aim 
n and described its detailed implications. Last 
Mecember, the European heads of government agreed 
to. ne s of December 31 1992 for the ompr na 




























ital is andi in RS with the 
‘tl he T Teaty of Rome”. 


nong several small advances, the national carve-up of 
; European road-haulage business is gradually com- 
to an end. European airlines and their fares cartel 

ast on the defensive against the commission and 
uropean Court. A new and refreshingly minimal 
ach to European product standards is being 
d, which should deprive the red-tape weavers of 
hed material. The French are removing some 
nge controls, and the Italians and Spanish are 
the right noises about theirs. A single document 
ugh to take goods through border controls 
1 place of the stack of paper that is needed 


o the grand design for 1992 lies in the 


o was born ‘efficient for a peculiar ‘sign ‘imal agreements to whittle rest 








Europe's sinha posts will remain unless governments 



















away, but foreign investors are not attra 
country where there have to be formal ag 
before a worker does what he is paid to do a 
Instead, Australia’s own entrepreneurs go to ¢ 
steel teeth in easier places like Wapping. 

Australia’s ills can be cured only by the q 
possible deregulation of the labour market. The 
mum wage for youths is now too high to make m 
employment of them worthwhile, and many yo 
anyway prefer to take the dole of $90 a week an 
surfing; unfortunately, this means clusteri 
squats with rising drug-taking, AIDS and 
Hawke would like young people’s dole to be. 
if they refuse work offered at low wag 
suggestion infuriates his union supporters. 
Tuesday will be to watch for changes in 1 
mentals, rather than for moves in the: sm 
deficit up or down. 




















































ominous silence about tax. Frontier controls will never : 
be removed unless indirect and excise taxes acr 
Europe are brought more closely into line. y 
most EEC countries raise indirect tax eqt 
about 10% of GNP—the big exceptions being Denm 
and Ireland with 16-17%—so dramatic shifts in t e 
pattern of tax would not be needed; nor would retail 
price indices have to leap. Unfortunately, the mix c 
taxes making up the 10% differs sharply betwee: 
countries. Britain raises the equivalent of about 5% o 
GNP in VAT and does not tax food, while France raise 
9% partly because it does. Britain raises 4.6% of G? 
excise duties on beer, tobacco, petrol and so fort! 
where France takes only 2.2%. In March 1985 Irela 
levied 2.74 ecus on a litre of wine; West Germany 
nothing. Roughly speaking, Denmark, Trelan 
Britain tax the indulgences of life two or three tim 
more severely than do the other EEC countries. 
In America different states apply different sales t 
without having border controls, but the evidence 
gests that they find tax differences of about 5 % to 
much as they can sustain without turning tax-doc 
into big business. So if Europe is to be free of cus 
posts before 1993, its members need to agree 
target ranges of VAT and excise taxes, and start 
their errant rates towards them. Instead, the 
shuffling their feet and wishing reality would go 
Britain, a professed champion of the internal ma 
cannot bring itself to face this consequence of the 
thing. Denmark maintains that frontier obstacles cé 
eliminated without aligning tax rates: if it | 
thinking that, the Danish frontier could be th 
get rich in the 1990s. No government has said 
Migoment should be cancelled, but they se 


















mm more homework, fo 








N r delivery next March. | 
Border controls on people—to check terrorism, im- 
ligration and crime—should not be muddled with 
customs formalities: the removal of all border controls 
would presuppose a greater degree of political union 





m do want to get rid of customs formalities, but their 
ance „ministers regard the right to choose and levy 





apital and partners 


-$500m, Japan’s Sumitomo Bank looks set to buy 
one-eighth of the profits of Wall Street’s Goldman 

achs. At current share prices the same money would 
fetch half of Morgan Grenfell, Britain’s biggest mer- 
chant bank by market value, or all of Hill Samuel, its 
fourth biggest. If Goldman Sachs—with almost $1 
billion in partnership capital before the deal, a vast 
_ domestic hinterland and a fine reputation in the Euro- 
_markets—needs big foreign help to succeed in the 
_ world’s fast-interlocking securities centres, then so do 
all of Britain’s independent merchant banks and many 













American ones. 
_ Most are too confident to follow Goldman’s example. 
It is a brashness they will come to regret when increased 
_ competition has shredded their profits. A deal carefully 
_hegotiated from a position of strength today will benefit 
_a@ medium-sized investment bank more than a distress 
sale a few years hence. For firms seeking only a 
profitable niche, all sorts of approaches make sense— 
including going it alone in foreign markets. But those 
with ambitions to be members of the big league that 
underwrites, sells and trades securities worldwide can- 
not afford to remain single. i 
They need three things: corporate contacts and 
know-how in new issues and trading; the ability to 
istribute securities fast and wide; and, above all, 
tal to buy corporate issues and support trading 
umes big enough to make profits at low margins. 
gers to bring these three elements together under 
ger roofs have transformed the securities industry 
r Big Bang Brief on pages 58-59 for America’s 
perience). So have the decisions of many firms to go 
ic to increase their capital. The privately owned 
stment bank is now as rare a beast in the City as on 
Street. America’s Morgan Stanley joined the herd 
en it raised $292m in March by going public; 
itain’s Morgan Grenfell when it pulled in £155m 
0m) in June. America’s Kidder Peabody did it 
her way, selling itself to General Electric. 
idder Peabody may prove an exception to the rule: 
ng public usually makes better sense, because finan- 
ial firms tend to lose heart and profitability in the 
sified groups. But they need to 
nestic markets for partners and 






































nbrace of larger, di 







ve asked the commission to do 


1an European countries want at the moment. Most of 


= urities houses will have to look beyond their own markets 






taxes ás a potent pri ¿and their 
statisticians fear that the bulldozing of customs posts 
will make it difficult for EEC members to do more than 
estimate their annual trade statistics. Hurrah for that 
last difficulty. So long as internal trade figures are 
considered vital, they speak of a Europe that prefers to 
stay hobbled while Americans trade, unchecked and 
unclassified, between Chicago and San Francisco, and 
the Japanese do the same between Tokyo and Osaka. _ 
















































sold itself to General Elect ymura Securities 
round Grieveson Grant before the British stockbroking 
firm plumped for Kleinwort Benson. Continental Euro-. 
pean banks, whose strong domestic currencies make 
foreign acquisitions seem cheap, are also interested in 
buying, or buying into, British merchant banks, — 





The shape of deals to come 


More ambitious alliances than the initial flurry of cross- 
border purchases of mostly smallish London firms are 
now in prospect. But what sort? For each rare durable 
T 'rédit Suisse and 


success like CSFB, the joint ventu 

First Boston that leads the Euromarkets, there are 

more like A.G. Becker-Warburg Paribas Becker, which 

came apart from its own internal contradictions. Deals 

seem to work best when both partners are strong and 
operation and keep out 













complementary, focu , 

of the venture’s (and each other’s) way. 
Few British and A ve 

the clout to strike as f 
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ugar-daddy as Goldman Sachs, which is talking of 
urrendering 125% of its profits and no management 
ontrol for a 34% increase in equity capital. But now, 
vhen their skills and contacts are valued by potential 
uyers, they are in a position to negotiate deals with 
oreign partners which combine entrepreneurial inde- 


pendence with increased capital resources and a helping — 
hand in foreign markets. | 


yet. In a few years they may face less choice and worse _ 
terms. Like God, the securities markets are on the side 
of the big battalions. 
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Most of the good firms do not see the need tg do it : È. 
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Four more years 


‘merica’s presidents should be allowed more than two terms 


n times of peace, voters in democracies seldom elect 
he same leader more than twice. If Margaret Thatcher 
nulls it off next time, she will be the first British prime 
ninister to win three consecutive elections since Lord 

erpool nearly two centuries ago (and he was helped 

Napoleon, and less than 5% of adults were allowed 
o vote). Four-times-lucky Franklin Roosevelt was the 
mly American president to be given more than two 
erms, a distinction that so annoyed the Republicans 
hat in 1947, when they had regained control of 
Songress, they passed a constitutional amendment to 
top anybody else from sharing it. As it has turned out, 
he only presidents since then who have stood any 
thance of winning a third term have both been Republi- 
rans (Eisenhower and Reagan). Some of President 
Reagan’s admirers are now wistfully lamenting the fact 
hat he cannot serve again. It is time, they say, to repeal 
he 22nd amendment. 

They are right. Proposals crop up from time to time 
© limit presidents to just one term, usually of six years; 
the Founding Fathers toyed with this idea, the Confed- 
srate states acted upon it and Presidents Eisenhower, 
fohnson and Carter have all supported it. Most argu- 
nents for a longer, single term assume that a president 
yho does not have to stand for re-election will be wiser 
less corrupted by public opinion than one who must 
igain face the electorate. 

Often the opposite is true. The knowledge that voters 
were about to pass judgment obliged Mr Reagan to 
sidle conciliatorily towards the centre in 1984; the 

















knowledge that they will not do so again has not, since _ 
then, stiffened his resolve to rebuke the protectionists — 
in Congress. Democracy is famously unsatisfactory, but 
to burden it with restrictions is not necessarily to 
improve it. 

This is the argument against the 22nd amendment. It 
is not the case, as many feared 35 years ago, that the 
amendment creates weak, lame-duck presidents: nei- 
ther Eisenhower nor Reagan has been so enfeebled. — 
But it has reduced choice. After two terms the voters 
have generally become bored with their leaders’ faces — 
and want a change. That alone will make three-termers _— 
unusual. But occasionally a remarkable president may _ 
deserve a third term (the proposed repeal would not — 
apply to Mr Reagan, only to his successors), and he will 
not necessarily be a would-be dictator. In any event, — 
Watergate showed that America can get rid of unsatis- _ 
factory presidents if it has to, and the voters are surely _ 
less likely to elect a crook or an idiot three times than to 
elect him once. 

The mechanism for changing the constitution is 
cumbersome: two-thirds votes by both chambers of _ 
Congress or a constitutional convention called by two- 
thirds of the states, and in either case ratification by _ 
three-quarters of the states. For that reason, only 16 | 
amendments have been ratified since the Bill of Rights — 
in 1791. Now that many Americans seem ready to make 
a modest constitutional change that removes one limita- — 
tion on democratic choice, they should be encouraged © 
to do so. 
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Consumers in chains 


Britain’s state industries do not give their customers a fair deal. 
The TUC recognises this, but wants it to continue 


The painfully slow evolution of the British Labour 
party’s industrial policy continued this week with the 
discovery by the Trades Union Congress that “old-style 
nationalised industries” are no longer universally popu- 
lar. Since the unions in these industries have been 
crucial supporters of Labour and the TUC for half a 
century, this is cause for modest cheer. 

_ According to the TUC, nationalised industries should 
HE ECONOMIST AUGUST 16 1 are 








È The Electricity 
Council -= 













u 
now be known as public enterprises. Nationalisation — 
should be renamed social ownership. The public inter- — 
est should be reflected not through Parliament alone, — 
but through a myriad of links binding the industries to — 
workers, unions, consumers, local politicians and hold- _ 
ers of non-voting “public enterprise securities” (the — 
concept of shareholding is still anathema). The existing 
consumer councils would be strengthened by high- — 
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Ji centres would be under 
rectly elected democratic control “feeding into a 
egional and national set-up”. As a result, says the TUC, 
ublic ownership will become popular again and La- 
bour can resume the process of nationalisation. 

Most of this is confused and confusing. As private 
ndustries become less unionised, neither Labour nor 
he TUC can afford to see its public-sector power base 
roded. Both are scratching about for ways to make the 
tate industries more loved; but, by recommending 
more political meddling in their financial and commer- 
ial affairs, they would bring them more into contempt. 
‘or instance, the TUC wants state control over British 
‘elecom’s pricing, purchasing, research and develop- 
nent, high-technology investment, industrial democra- 
y and public-service obligations: in other words a 
eturn to the awful days of the old Post Office. The 
roposals to add to existing scrutiny by the monopolies 
mmission further monitoring by local enterprise 
oards, by trade unions and by pseudo-democratic local 
consumer centres ill-conceal the intention to give local 
union and Labour activists more power to interfere in 






the running of public utilities. No experienced consum- 
er of anything would ever want that. 

_ The Conservative government has also failed to 
produce a coherent policy to protect consumers of those 
public utilities which it is leaving in the public sector or 


for their security services 
Do states have their reasons, that reason should not 
know? A lot of democratic countries, and a lot of the 
people who inhabit them, seem to be answering yes 
these days. A three-judge panel of Israel’s Supreme 
Court has just ruled that the Israeli president was right 
) take national security into account when he decided 
grant pre-indictment pardons to the (now-resigned) 
ead of the country’s internal-security agency, Shin 
h, and three of his senior deputies. The charges 
gainst them, had any ever been brought, would have 
n based on the killing of two Palestinians captured 
T the hijacking of an Israeli bus; and on a cover-up 
he investigation that followed. 
‘his end to the case disturbed the court’s one 
senting judge and a few people in Israel’s parlia- 
ent. But a huge majority of ordinary Israelis seemed 
different to the affair, and the governing coalition’s 
leaders, Labour’s Mr Shimon Peres and Likud’s Mr 
zhak Shamir, who are frequently at each other’s 
oats, harmoniously agreed to bury the subject. 
rael is not alone. In Northern Ireland in 1982, six 
cted IRA terrorists were killed, in disputed circum- 
ces, by member: ne Royal Ulster Constabulary. 
nen we y a Northern Irish judge; 
about the police evidence 





























No law unto themselves 


Democracies should not make exceptions to the rule of law—even 


converting into priva 
sumer councils, cov 




































over service quality which the TUC wants to increase— 
will testify that there is no substitute for private 
ownership under competitive conditions. == 
Where government has decided that public utilitie 
should continue under monopoly control, some con 
sumer protection other than through Parliament i 
required. The key should be to avoid just-for-one 
industry councils or scrutiny under politica i 
domination. The audit commissi a 
inquisitor of local governm 
staff and sound research t has b 
effective than the lay monopolies commissio 
ties efficiency audit”, to which the consumer coun 
and Parliament could make reference, would be 
useful way of bringing outside scrutiny to bear on public 
and private monopolies. It could apply best-practice 
and quality-of-service criteria across a range of indus: 
tries. It could use Parliament and publicity to exert 
influence. But the best consumer watchdog is the freesi 
possible competition all round. It is sad that Labour and 


the trade unions still cannot accept the fact. | 



















































of no consequence tor 
their Socialist president 
ter in believing that Fra 


The dangers of lawlessness came = 
There will always be tension between the wishes (and 
often needs) of a democracy’s espionage and security 
services for secrecy, and the principle that a democra- 
cy’s servants should be accountable to the public for 
men is understandable: their business is to combat 
of behaviour is undiluted by considerations of public 
opinion or due proc e security men’s need for 
some shadowy elbor to be balanced against 
society’s interest i The f 
secrecy are at their 
are duelling with tł 










































n Previously wien you nina in our :Multicurre ncy 
Fund you chose which of the currencies of the US dollar, 





to o witch. 
~ Now, E you prefer, this | VS 
javolvement is no longer | BS Jaen 
necessary. 
On 7th July we | launched | 
our new Managed Currency es 
Fund. This new class of share- pea 


| enables j you to invest ina spread of currencies Hicough 


just one investment. You can now leave the worry of 
deciding whether. high interest. rates available from 
‘some currencies. will outweigh future changes in 
or rates to our expert advis i 
But notice we say if you prefer. 
Because of course you can still invest and ia allt he 
= making yourself. 0 0 o 
Either way, you enjoy the substantial benefits of 
putting your money | into opony | 
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() U K ETER tax payers { for whom the ability to defer 


-that investors can be confident that it will be receiving. 


form which must bettie ae your remittance. 
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] Because no o income Wi - 
| be distributed to investors, 
| the tax liability in the majority 
| of tax jurisdictions wil ll be | 
phere until the shares. | 
| are sold. This, for example, | 

| gives interesting benefits tor | ; 


















income tax is useful, eg. people nearing retirement. 
(ii) Intending emigrants from the UK. 
(iii) Expatriates returning temporarily to the UK for | 
a period during which they do not wish to be taxed | 
upon interest. : a 

Of course the fact that this fund 1s administered te 
by Barclays, one of the world’s | argest banks, means | 


pos attention at all times. | o 
Isn’t now the time for you to find out imore? simply 
send the coupon for the full prospectus and application 





ey are at their weakest when its police force is 
enforcing order against ordinary criminals at home. 
On one level these competing claims can be juggled 
fairly easily. There are ways short of freedom-of- 
_ information laws or public supervisory bodies by which 
| democracies can keep track of what their clandestine 
= protectors are up to. The most obvious is legislative 
scrutiny of the security and espionage agencies. Parlia- 
mentary committees can meet, and rebuke, in secret. 
= This is not ideal: complicity is always a danger. But in 
= most cases parliamentary supervision is a reasonable 
compromise between the security men’s need for secre- 
= Cy and a democracy’s need to control them. 
> The debate enters a different realm, however, when 
{ the issue is not the ideal of public accountability but the 
= Cardinal democratic principle that nobody is above the 
= law. The rule of law has two elements, of equal 
= importance. The first is that everybody, from the tip- 
= top downwards, is bound by a country’s laws. The 
7 second is that if anybody is suspected of breaking these 


=- The tin lady 


is money wasted 


_ The tin miners of South Crofty and Wheal Jane in 
_ Cornwall have the good luck to live in a part of the 
country where the Conservative party is strongly chal- 
__ lenged by the Alliance. To shore up the Tory vote, the 
= Thatcher government is giving the miners’ multination- 
_ al employer, Rio Tinto-Zinc (RTZ), aid equal to about 
_ £40,000 for each of the 640 jobs it purports to save. The 
_ deal may make short-term electoral sense in a county 
where male unemployment is running at 25% in some 
= villages. Economically, it is nonsense. 
____ The Alliance’s local political argument has been that, 
_ when the tin price collapsed from £9,000 to £3,700 a 
_ tonne after the demise of the International Tin Agree- 
_ ment last October, the Thatcher government stood 
3 ready to put in £50m to compensate tin brokers hurt by 
_ the collapse of that cartel. If £50m is sauce for the City 
= goose, shouted local politicians, is not a £25m mix of 
_ interest-free loans and loan guarantees sauce for the 
. Cornish gander? That reasoning is wrong, and not only 
because the British government’s £50m offer expired 
_ when some other members of the tin cartel declined to 
join in. Britain should never have supported a harmful 
cartel that was bound to collapse. By subsidising mines 
that are (almost as surely) bound to close, the govern- 
= mentis making a second error. 


= Anything Cornwall can do . . . 

= Since RTZ naturally likes to be subsidised, it has tried to 
__ present more than a political case for keeping its tin 
_ miners digging. With the government’s money, it says, 
_ it can reduce the cost of producing tin in Cornwall to 
= about £5,000 a tonne, from the £7,000 it is put at today 
~ by independent assessors. It thinks world tin prices will 
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__ The money Mrs Thatcher has spent to save Cornish tin mines 


laws—especially the most serious ones, against murder 
for example—he will be subject to judicial process. Thi 
Shin Beth case is disturbing—and the Rainbow Warrio 
case, however reprehensibly France behaved, is les 
so—because it represents an apparent willingness o) 
the part of democratic institutions not to ask whethe 
agents of the state might have violated their ow 
country’s laws. 

Democratic states that refrain from applying thei 
laws to their own agents make a mistake. The rule o 
law is one of those basic things that define what ; 
democracy is. Some means can justifiably be bent fo 
the sake of a good end; but no reason of state, even th 
protection of democracy from its enemies, justifies thi 
subversion of one of the essential features of democra 
cy. The Israeli judge who dissented in the Shin Betl 
case said that unjustified pardons in the matter of thi 
murdered Palestinians were “a danger to the democrat 
ic character of our state”. It is a warning worth thinki 
about, and not just by Israelis. l 








eventually recover to well above that level, allowinș 
South Crofty and Wheal Jane to make profits to repa; 
the loans. On this reckoning, the cost of saving Cornist 
tin will be less than that of making the miners redundan 
and paying them the dole. 

That argument conveniently overlooks an obviou: 
doubt: if this investment really could reduce unit cost: 
by 25-30%, profit-seeking RTZ would have undertaker 
it long ago. And even if Cornish costs were to be 
slashed, they would still not be competitive. Malaysia. 
the largest producer, has many tin operations that 
be profitably prolific at £4,500 a tonne (at t 
exchange rates). Production in Brazil is increasing 
rapidly at costs of £3,000-4,500 a tonne. Brazil is set tc 
become the leading miner within five years, producing a 
quarter of the world’s tin. Add to this the hundreds ol 
small Malaysian and Thai operations that will come 
back into business if the tin price recovers to £5,000—it 
does not take long to restart a tin dredge—and the loans 
to RTZ look a foolish way to add to what, at £5,000 a 
tonne, would be an unsustainable tin surplus. 

The chances are high that the Cornish tin industry 
will be back queueing for more aid at the government 
trough before the decade is out, as bankers sell the 
100,000 tonnes of tin they now unwillingly hold and as 
other countries strive to keep marginal mines in busi- 
ness. Indonesia already subsidises its tin producers. 
Malaysia has promised to pay its producers the differ- 
ence between £4,500 and the price they can realise on 
world markets. The sooner the uneconomic Cornish tin 
mines follow uneconomic coal mines into closure, the 
better for poor developing countries, the British tax- 
payer and the British economy. - 
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The cautious sharpening 
of the samurai's sword 


EROM OUR TOKYO CORRESPONDENT 


One of the first ways Mr Yasuhiro Naka- 
sone made his mark on foreign public 
opinion was with the over-enthusiastic 
remark in 1983 that Japan could serve the 
western alliance as “an unsinkable air- 

ft carrier” in East Asia. The words 

re a cliché: but Mr Nakasone’s com- 
mitment to a bigger role for his country in 
the defence of the West was never in 
doubt. Japan’s acts have limped behind 
its prime minister’s will (and, indeed, 
behind the defence plans that more cau- 
tious Japanese administrations had made 
as long ago as 1976). But the unremitting 
build-up of the Soviet Union’s forces in 
the Far East (see map next page), the 
landslide victory of Japan's ruling Liberal 
Democratic party in last month’s elec- 
tion, and the consequent strengthening of 
Mr Nakasone’s personal position, may all 
be stiffening Japan’s readiness to act. 

The defence review the Japanese gov- 
ernment published on August 8th makes 
it clear that the country is proposing to 
spend a lot more on defence to counter 
the Russian military build-up. The review 
does not put things quite so starkly. In its 
Japanese way, it signals a shift in policy 

insisting simply that existing policy is 

be fully carried out. But it is the most 
important Japanese defence review since 
1976, because it breaks the two main 
taboos that have governed defence policy 
for a decade: the beliefs that Japan’s 
defence spending cannot exceed 1% of 
the country’s GNP, and that the desirable 
strengths of the country’s armed forces 
are numbers chiselled in stone. 

That 1% ceiling has become a kind of 
magic symbol in Japanese politics, and a 
headache for Mr Nakasone, who has been 
trying to find ways of evading it. The new 
review confirms what many analysts have 
knowr for a long time: 1% of GNP is not 
nearly enough to pay for Japan’s main, 
and modest, defence commitments—to 
repel an invader and keep open the sea 
lanes supplying the country. 

The new defence review says that Ja- 
pan’s self-defence forces, as the country’s 
army, navy and air force are called, would 
be incapable of repulsing even a “limited 


and small-scale’ invasion. (The United 
States, which keeps 16,600 airmen and 
more than 100 combat aircraft in Japan, 
provides Japan’s broader defence.) De- 
fence experts say that at worst Japan 
would be able to hold up an invader for 
only two days. Even the targets set in the 
modest 1976 review have not been 
achieved. For example, the navy still has 
only 145 of the 220 combat aircraft it 
should by now be using. 

Last year Japan started to mend some 
of the more obvious holes in its defences. 
It proposed then to spend Y18.4 trillion 
over five years (a figure worth nearly $120 
billion at today’s exchange rate) to bring 
the defence forces up to the level pro- 
posed in 1976. Spending Y18.4 trillion (in 
1985 yen) over five years would imply a 
5.4% annual real increase in defence 
spending. If that happened, admits the 
new defence review, spending would 
eventually “‘slightly exceed” 1% of GNP. 

In fact, it will probably be far in excess 
of 1%. Japan measures defence spending 
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narrowly. If it included items like sol- 
diers’ pensions, as NATO countries do in 
their calculations, Japan would have bro- 
ken through the 1% ceiling years ago. 
Even this financial year’s defence budget 
of Y3.3 trillion ($21 billion) is, by the 
tortured official estimate, expected to 
amount to 0.9937% of GNP. But that 
projection assumes 5.1% GNP growth for 
1986. Assuming a more realistic 2% GNP 
growth, defence spending will inch over 
1% of GNP. 

Bogus it may be, but the 1% ceiling has 
great symbolic value in Japan. Breaking it 
is likely to cause a hullabaloo, both inside 
parliament, when the defence review is 
considered, and outside. Mr Nakasone’s 
defenders can argue, however, that more 
spending is justified because the regional 
balance of power has changed so marked- 
ly since the 1976 outline. 

Then the Soviet Union’s Asian strength 
was 31 divisions, 2,030 combat aircraft, a 
755-ship navy and no medium-range nu- 
clear missiles. Now, according to the 
Japanese (who count these things more 
broadly than our chart on the next page 
does), Russia has deployed in its Asian 
region 41 divisions, at least 162 ss-20 
missiles, 85 Backfire bombers, 2,390 
combat aircraft and an 840-ship fleet 
including two aircraft carriers. What is to 
be done about this build-up? More men 
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_ and equipment, answers the defence re- 
view, thereby breaking the second, and 
more interesting, of the decade-old 
taboos. 

- At present, the self-defence forces are 
limited to 180,000 soldiers, 60 anti-sub- 
marine warships and 430 combat aircraft. 
These numbers are likely to be increased, 
-if not immediately. The self-defence 
‘forces are now at only 86% of their 
permitted manpower. Defence experts 
“say that the first priority for extra defence 
spending should be better training and 


hardware. 
_ Japan’s main role in defence, outside 
itself, is naval: it is supposed to be the 
West’s gatekeeper for the northern Pacif- 
ic. A Russian fleet sailing from Vladivos- 
‘tok, barely 300 miles across the Sea of 
i Japan- from Hokkaido, would have to 
_pass through the straits at both ends of 
the Japanese archipelago, or through the 
Tsugaru Strait between Japan’s Hokkai- 
nd Hon lands (see map). 

< Japan. hopes to operate. in the waters 
around its shores. to a range- of several 
hundred. miles, and to keep open the sea- 
lanes up to 1,000 nautical miles away, 
which would take it south of the Philip- 
pines. It is increasing its fleet of 14 
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submarines to 16, and of anti-submarine 
surface vessels from 58 to 62; and it is 
equipping its new ships with Seahawk 
anti-submarine helicopters. It 1s raising its 
fleet of anti-submarine aircraft from 76 to 
100, and replacing its older P-2Js with P-3Cs. 
But for all the boldness of the defence 
review’s thinking, and all the furor it is 
likely to cause in Japan, the increases 
actually proposed are extremely modest. 
Even if the numerical targets called for by 
the review are all met, Japan will still be 
unable by 1990 to fulfil the strategic goals 
the review has set: it would not be able to 
defend the sea-lanes, or even to provide 
air defence of its own territory. Such are 
the small steps of Japanese revolutions. 





Russia's Pacific 
century 


Mr Mikhail Gorbachev had to remind the 
world during his tour of the Soviet Far 
East last month that the Soviet Union is 
an “Asia-Pacific power” as well as a 
Euro-Atlantic one. It was a mark of how 
little Russian diplomacy -has achieved in 


the region. Mr Gorbachev’s new peace 


Bane: on July 28th, the Soviet leader’: 
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programme is a combination of sweeping 
gestures and small steps. The small steps 
look like getting him farthest. 

Japan’s prime minister, Mr Yasuhirc 
Nakasone, is keen to polish relations with 
Moscow, despite the argument over the 
little islands off Japan’s north coast which 
Russia has occupied since 1945 (and de- 
spite Russia’s arms build-up in the area— 

see previous article). No big deal is in 
prospect, but both sides can see advan 
tages in amiable chat. Mr Gorbachev let if 
be known this week that he will visiti 
Japan as soon as the Japanese give the go- 
ahead. 

He may have slower progress with 
China. Mr Deng Xiaoping has acknowl- 
edged “positive elements” in Mr Gorba- 
chev’s recent proposals. These incl 
token withdrawal of about 7,000 Soviel 
troops from Afghanistan, the possibility 
of a reduction of Soviet troops in Mongo- 
lia, and balanced troop reductions along, 
the Soviet border with China. (though 
“balance” would be hard to define, since 
Russia’s forces, while smaller, are also 
much better-equipped). The Chinese 
have also welcomed Mr Gorbachev's de- 
cision to end the border dispute over 
navigation channels and islands in the 
Amur and Ussuri rivers by accepting the 
Chinese version of the facts. l 

Mr Gorbachev seems to be angling for 

an invitation to visit China. There are 
rumours that the East German leader, Mr 
Erich Honecker, may visit China in Octo- 
ber to pave the way. But China’s foreign 
minister, Mr Wu Xueqian, told the Soviet 
chargé d'affaires in Peking on August 
13th that China wants progress on Kam- 
puchea before relations get any warme! 
Ideally, the Chinese want Vietnam ou 
Kampuchea, and Russia out of Afghan. 
stan. Still, by way of a token smile, they 
resumed consular relations this week with 
Russia's very close friend Mongolia. 
_ The Kampuchea issue is also impeding 
Mr Gorbachev's drive to improve rela- 
tions with the members of the Association 
of South East Asian Nations (ASEAN). 
Thailand, which faces Vietnam’s troops 
across the Kampuchean border, is the 
least impressed of the ASEAN countries 
with Vietnam’s proposals for settling the 
war there. Last week the Soviet embassy 
in Bangkok explained the peaceful mo- 
tives behind Mr Gorbachev's speeth. But 
of the ASEAN countries only Indonesia is 
still fearful enough of China to be likely 
to support a settlement on Vietnam’ $ 
terms. 

Sofar Mr Giman has shown no sign 
of dropping his support for Vietnam. But 
while he did not mention by n ami the 
















, he suggested in Vladivostok that if 

e Americans would withdraw from 
heir bases in the Philippines, “we should 
not be found wanting in response”. 

In the South Pacific, two issues offer 
he Russians some scope for advancing 
heir interests: France’s backtracking on 
Bts plans to give autonomy to New Cale- 
Monia, and the call by tiny Vanuatu to 

xtend the ban on nuclear testing and 
Jumping in the South Pacific to include 
refusal of passage to nuclear-powered or 
‘uclear-armed ships. So far Russia’s suc- 
messes down in the South Pacific have 
een limited to establishing diplomatic 
relations with Vanuatu and signing a 
Wishing agreement with Kiribati. 

When it comes to dealing with the 
Wigger fish around the Pacific, Mr Gorba- 
whev’s plan for an Asia-Pacific version of 
khe Helsinki conference on security and 

operation in Europe is the sort of 

d design that may get him nowhere at 

. The region’s economic superpower, 
Japan, has always been reluctant to be 
«drawn into the large-scale economic co- 
operation in Soviet Siberia that Mr Gor- 
hachev is hoping for. China has re- 
mounced the Soviet sort of economy, and 
lis showing enviable growth rates as a 
mesult. The newly industrialising coun- 
ries—Taiwan, South Korea, Hongkong 
wand Singapore—want to catch up with 
Japan, not wait for Russia to catch up 
with them. Russia is less and less a model 
that any Asian country wants to imitate. 


Pakistan 
The whip cracks 


“FROM A SPECIAL CORRESPONDENT IN LAHORE 


Pakistan’s phoney political peace ended 
| haa on Wednesday, August 13th, 

the detention of dozens of senior 
Opposition leaders in Lahore and other 
big cities. After just over seven months in 
office, the civilian government had finally 
lost patience with its critics. The 39th 
anniversary of independence, on Thurs- 
day, had seemed likely to give rise to 
serious violence, and the prime minister, 
Mr Mohamad Khan Junejo, was deter- 
mined to prevent it. 

The nine-party opposition alliance, the 
Movement for the Restoration of Democ- 
racy, saw almost all its leaders locked up, 
save the one who is really famous. Miss 
Benazir Bhutto remained at liberty; the 
government was clearly worried about 
the consequences if she were arrested. 
But even she was prevented from board- 
ing an aircraft in Karachi, and was forbid- 
den to attend the MRD’s scheduled rally in 
Lahore. She said she would speak in 
Karachi instead, where the police were at 
last driven to arrest her on Thursday. 





Few people were prepared for the 
government’s sudden show of strength. 
Mr Junejo had put up with Miss Bhutto’s 
taunts, and her demand that elections be 
held promptly. He had hoped that her 
appeal would wither away with time, and 
took heart from the differences within the 
MRD, whose factions had dithered over 
side-issues and been treated with indiffer- 
ence by Miss Bhutto. 

But two weeks ago the other eight 
parties of the opposition alliance put 
aside their squabbles and declared that 
they would join forces against the govern- 
ment unless a date for an election this 
year was announced by September 20th. 
The Pakistan People’s party, handed 
down to his daughter by the executed 
Zulfikar Ali Bhutto, was at last at the 
head of a seemingly united opposition. 

The alliance hoped to demonstrate its 
new-found unity at Independence Day 
rallies in Karachi and Lahore. But the 
ruling Muslim League, the creation of 
President Zia ul Haq, was due to hold its 
own rally in Lahore. By bus, from all over 
Punjab, the authorities intended to bring 
in 800,000 people. Miss Bhutto planned 
to lead a procession, possibly just as 
numerous, right past the ruling party’s 
meeting-ground. Riot seemed unavoid- 
able. On Monday night Mr Junejo made 
an unscheduled broadcast, announcing 
that there should be no meetings or 
processions on Independence Day. He 
postponed his party’s meeting, and asked 
the opposition to do the same. 

The MRD refused, and the government 
cracked down. Before dawn on Wednes- 
day opposition leaders were roused from 
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their beds by squads of police, who ; 


searched their houses and took them 
away. Some politicians, forewarned, had 
already gone to ground. Their servants or 
relatives were taken in their place. That 
day, for the first time since mid-April, 
when Miss Bhutto returned to Pakistan to 
campaign, there was violence in the 
streets. In the old town of Karachi police 
and demonstrators fought running bat- 
tles, and policemen charged at a proces- 
sion of lawyers in Lahore. 

Mr Salman Taseer, the publicity secre- 
tary of Miss Bhutto's party in Punjab, was 
cruising by car through Lahore, in the 
hope of evading arrest. ““They have seen 
the way the movement was building up 
and they were unable to combat it,” he 
said. ‘“That is why they have given up and 
resorted to the same measures as General 
Zia used to do, which shows what a sham 
their democracy is.” 

But it is questionable whether the op- 
position really had been building up. The 
MRD had claimed that “no power on 
earth” could prevent it from demonstrat- 
ing. The mass arrests did so promptly. 
The MRD lacks street power. But the 
government's tactics will not win it much 
sympathy, even if, as seems possible, 
most of the detained politicians are set 
free in a few days. The politics of confron- 
tation may have begun. 


South Africa 


Playing the Andorra 
card 


A trained Kremlinologist might be able to 
spot the hidden meaning in President 
Botha’s speech in Durban on August 
12th, when he addressed 1,600 followers 
at a congress of South Africa’s National 
party—only the second full one since he 
became party leader in 1978. But perhaps 
he simply meant what he said. He prom- 
ised that he would continue his cautious 
reforms and his hitherto vain search for 
convincing black moderates to help him 
carry them out, and that the rest of the 
world could go to hell. Because the 
speech was addressed to the Afrikaner 
core of his constituency, which has been 
threatening to swing even farther to the 
right, its tone was indignant, xenophobic, 
unyielding. Only two of his points 
smacked of something fresh. 

First, he hinted that black urban cen- 
tres such as Soweto, the huge township 
outside Johannesburg, might be given 
“full autonomy as city-states”. They 
would presumably fit within the long- 
proposed framework-of separate white 
and black territorial units, with the ten 
scattered tribal “homelands” still meant 
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Botha adamantine 


to be the outlet for black political aspira- 
tions. It was ironic that Mr Botha offered 
his idea in the week when a homeland— 
KwaNdebele—was for the first time 
forced by rural protest to abandon plans 
for “independence”. It was a striking 
setback for the government. 

The second novelty was the hint of a 
white referendum or general election 
quite soon (one is not required until 
1989). That hint was probably designed to 
reassure nervous white voters that he 
would not make any dramatic deal behind 
their backs—for example, by releasing 
the imprisoned African National Con- 
gress leader, Mr Nelson Mandela. 

Mr Botha did not even mention Mr 
Mandela. He cited names less often heard 
in everyday South African talk: San Mari- 
no, Monaco, Luxembourg, Liechten- 
stein, Andorra and the Seychelles—all of 
them, he implied, much less deserving of 
recognition as independent states than 
the black South African statelets which 
the rest of the world chooses to spurn. 

The Durban speech was mainly intend- 
ed to reassure the party faithful that no 
frightening changes were on the way. But 
what does Mr Botha really think about 
the future? His first aim, it seems, is to 
keep the lid on black protest by continu- 
ing to enforce the emergency rules 
brought in on June 12th. His theory is 
that the blacks, once they see that violent 
protest will not sway him, may under- 
stand that they, not the government, have 
to make the next concessions. 

If, for’ example, Mr Mandela re- 
nounced violence, perhaps he could be 
freed. Mr Botha might then be able to 
lure the most plausible of the homeland 
leaders, Mr Mangosuthu Buthelezi, the 
Zulu chief, into his national council, the 
only body where blacks are allowed any 
say—and an advisory one at that—in the 
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running of central government. Then, 
runs Mr Botha’s argument, negotiations 
between black and white could start. 

There are now probably about 15,000 
people, mostly black, in detention with- 
out trial under the emergency law. In 
addition to them, some 2,000-plus South 
Africans remain in prison, convicted un- 
der pre-emergency laws for political 
offences. 

They will probably be staying there, 
despite the lively independence shown by 
Natal’s high court judges on August 11th. 
They decided, although for rather techni- 
cal reasons, that Mr Botha’s emergency 
proclamation was illegal. The decision 
showed once again that most of South 
Africa’s judges, although appointed by 
the minister of justice, are still unfet- 
tered. But the government is likely to hit 
back fast. A quick amendment to the 
emergency law should enable Mr Botha 
to keep as many thousands of his oppo- 
nents behind bars as he wishes. 

He may well wish. The Durban speech 
gave no hint that Mr Botha was inclining 
to softness. He still has no inclination to 
appease either South African blacks or 
the “greedy world powers” that are en- 
tertaining the idle hope of eventually 
pouncing upon the riches of our country”. 
His present message is that the threat- 
ened sanctions are one of the “most 
extreme forms of political fraud of the 
twentieth century”—and, moreover, a 
piece of cant that has no chance of hurting 
South Africa. 


Egypt and Israel 
Ta-ta, Taba 


Taba is an almost worthless little patch of 
sand, empty but for an Israeli-built hotel, 
on the Sinai peninsula next to the Israeli 
holiday resort of Eilat. Yet it has man- 
aged to turn itself into a running sore 
between Israel and Egypt, which both 
claim it. This week, they seem to have 
agreed to stop rubbing the sore. 

Eight months ago Mr Shimon Peres, 
the Israeli prime minister, made a conces- 
sion to Egypt by saying that the quarrel 
could go to international arbitration; pre- 
viously, Israel had wanted no outside 
referee. Now, after a bit of arm-twisting 
by America’s Vice-President George 
Bush, on a visit to the Middle East, the 
details have been spelt out. A five-person 
arbitrating group, based in Geneva, will 
examine the two sides’ claims and visit the 
disputed area, which includes some other 
minuscule land disputes. The Egyptians, 
for their part, have promised to pay 
compensation to the families of the Israeli 
tourists killed by an Egyptian policeman 
in Sinai last year, and to send their 
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ambassador back to Israel once the arbi 
tration gets going. 

Provided there is no last-minute quam 
rel over the choice of three international 
arbitrators (the group will also have one 
Egyptian and one Israeli), Taba will have 
been solved. Most people reckon Egyps 
will get it. Taba was Egyptian from ae 
least 1906, when the maps may have bees 
drawn a bit hazily, until the 1967 war. 

Mr Yitzhak Shamir, the Israeli foreigm 
minister, who is due to become prime 
minister in October, had threatened te 
break up the country’s coalition govern 
ment if Mr Peres seemed to be letting 
Taba go back to Egypt.: But now M» 
Shamir has given a grudging nod of ap" 
proval. This is good news for Egypt’ 
President Mubarak, whose country is im 
deep economic trouble. He needs even a 
symbolic success. That is why the Ameri 
cans have been telling the Israelis, 
effect, to risk letting Taba go. 


Australia 
His Achilles heel 


FROM OUR CANBERRA CORRESPONDENT 





The budget the Australian governmen# 
presents to parliament on August 19th 
could decide the fate of the man who has 
been the bell-wether of pragmatic social- 
ism in the 1980s. Bob Hawke, who led thes 
move back to the centre when most of the 
world’s other social democrats were still 
floundering about on the left, is now 
contemplating what his Achilles heel may 
be about to do to his chances of survival, 

Australia is suffering from a balance- 
of-payments disaster because its com- 
modity exports have fallen sharply in 
value but its appetite for imports conti 
ues unabated. Its inflation rate is twi 
three times that of its competitors. The 
Australian dollar, which was worth more 
than 80 American cents last year, is now 
worth only 60 and may fall further; and its 
value is in the hands of foreign money- 
dealers and investors. Australians, a pret- 
ty insular lot, are even more inclined toi 
blame their government for such things 
than most other people. 

Mr Hawke and his treasurer, Mr Paul 
Keating, know that to stabilise the Aus- 
tralian dollar they will have to reduce the 
budget deficit, or at least keep it steady; 
they have been cutting the demands of 
government departments, annduncing 
the disappearance of public-sector jobs, 
and hinting at cuts in welfare. Mr Hawke 
has said the Labor government is pre- 
pared to disappoint some of its traditional 
supporters. But those foreigners who now 
command the dollar also want to be sure 
that the government is prepared to use 
the Australian system of wage-fixing, 
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w ‘Zealand has. finally got the sack 
‘om ANZUS, the defence partnership it 
armed with the United States and Aus- 
‘alia in 1951. The pact still formally 
xists but, after 16 months of pleading, 
the Americans and the Australians have 
given. up trying to get New Zealand to 
hange its mind about banning nuclear 
hips from its ports. Don’t 
onus to defend you, the 
ns said on August 1ith in 
iniqué at the end of their 
is it AUS?) meeting with 
lia in San Francisco. 

Australians chided the New 
alanders, but did not go so far 
7 abandoning them. The two , 
uintries have an even older de- — 
ence eee called A ANZAC, signed 
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about e. 
New Zealand's p prime minister, 
_. Mr David Lange, believes that in 
| practice nothing much will change 
over defence. He says the United 
| States will continue to act in its 
| own interests. He presumably rea- 
- “sons that if the Russians landed in 
|- Wellington, the Americans would 
t send n the marines without wait- 
| ing to look up the legal footnotes about 

the ANZUS pact. 

Mr Lange i is more worried about the 
| report of a committee of. New Zealand 
" defence experts who are looking into his 
anti-nuclear policy. The report has not 
yet been published, but enough has been 
leaked to show that it seriously chal- 
¿lenges Mr Lange’s claim that his policy 
Io had. made New Zealand a safer place. It 
















e curious body called the arbi- 
ssion, to hold down wage 
4 . Mr Hawke has been trying to 
-yeassure them that it will. 
The government’s ratings in the opin- 
ion polls are falling, and it has been 
led by recent by-election losses in 
er-middle-class areas of Sydney, the 
land of much of the usual Labor 
They produced swings against La- 
f unprecedented proportions. It is 
that these were by-elections for the 
arliament, and that local issues 
involved; but there is general agree- 
that the falling dollar and lack of 
h policies from the federal govern- 
ent played alarge part. 
; til now, Mr Hawke has had support 
bu ssmen because they believed 


































hastised but unchastened 





somewhat divided. But the Liberals, the 


is all the more damning because the 
committee’s members, among them a 
former services chief, were picked by Mr 
Lange himself. The report could have an 
important effect on New Zealand public 
opinion, which until now has been in 
favour of the ban on nuclear ships. 

The prime minister spent much of this 











week in Fiji, at a meeting of the 13 states 
of the South Pacific Forum. As in previ- 
ous years, the forum condemned French 
colonialism and nuclear testing, but for 
the first time considered non-Pacific 
matters, among them Namibia and the 
Palestinians. Not so fast, said Mr Lange, 
we have enough of our own problems to 
worry about. Quite right. Sometimes he 
runs the risk of looking like a moderate. 


thing which previous governments, Labor 
or otherwise, had failed to do. At first, 
after coming to power in 1983, he man- 
aged this through the Accord, an agree- 
ment with the trade union movement 
which limited wage demands. Now there 
are signs that the Accord may be breaking 
up. If the government cannot quickly find 
an alternative, it will lose support from 
business, and more lower-middle-class 
votes too. 

The government is doing quite well in 
other fields. Its new defence treaty with 
the United States, coupled with its forth- 
right criticism of the American sale of 
subsidised grain to Russia, is a curiously 
popular combination with most Austra- 
lians. The government is also helped by 
the fact that the forces opposed to it are 


: main opposition p: 


| the budget. If it does, Mr Hawke’s | 























ed a successful party co. 
they presented a united fr 
form drawn from Tha 
Reaganism. 

Mr Hawke's weakness is part 
former strength. Because Labor i 
on the trade unions, it has specia 
tunities of influencing them, but i 
blamed for their excesses. That m 
even more dependent on the union vot 
The government's chief worry now is 
unemployment may increase as a resu 





























will grow sharper. 
Philippines 


Jaw-jaw begi n: S 


The Communist guerrillas in the ‘Ph 
pines are at last prepared to talk peace 
Or so it would seem. Two guerrilla repi 
sentatives met a government minister or 
August 5th, talked about a possible a 
da and proposed to meet again later thi 
month. The Communists in Mindanao, 
the southern island where guerrilla activi- 
ty has been particularly fierce, hav 
agreed to a ceasefire. ae 
Mrs Cory Aquino, who has been tryin, 
to get peace talks going ever since she 
became president in February, now has 
something to show for her labours. When - 
she visits the United States on Septe 
15th she will have a reply of sorts fo 
American critics who say she has bee 
unnecessarily soft towards the Commu 
nists. She will argue that the 17-year 
insurgency will end only when all the 
guerrillas are persuaded to come down 
from the hills and are resettled into nor 
mal life. No doubt, too, she would like 
the Americans to chip in towards the cost 
of setting up the ex-guerrilla on a square. 
of rice-land with a shanty in the corner. _ 
Since Mrs Aquino deposed Mr Ferdi 
nand Marcos, the Communist party of: 
Philippines has been divided over how 
deal with the new government. It apy 
that a group of “moderates” has 
control of the party after a bloody i 
nal struggle. The Communist delegate: 
the peace talks, Mr Antonio Zumel i 
Mr Saturnino Ocampo, both. of 
former journalists, are regarded as mi 
erates. The Philippine army believes 
Mr Zumel has replaced the ha 
ideologue, Mr Rodolfo “Bilog” Salas, 
the man in charge of party policy. 
One reason Mr Zumel has. decided 
open the peace talks may be that he no 
believes the Communists are within re 
of one of their goals. A sub-committee 
the commission which was appoints 
draft a new Philippine constitution ¢ 
ed ‘last moni that the documen 
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it's one way to conduct a guerrilla sweep 

include a clause banning foreign bases 
after 1991, when the American leases on 
the military bases at Subic Bay and Clark 
Field come up for renewal. But this may 
be less alarming to the United States than 
it looks. The constitution will go through 
a number of drafts before it is approved; 
and pro-American lawyers are already 
pointing out that Subic and Clark are not 
legally foreign, as they are formally under 






the control of the Philippine army. 

The Communists also want their party 
to be unbanned, which it would be once 
they renounced violence. They would like 
a share in government, which they could 
achieve only if enough of their candidates 
were successful in the parliamentary elec- 
tion that will probably be held next year. 
Their demand to keep their arms is likely 
to be turned down. It would be quite 


Southern discomfort 


Mr Sadiq el Mahdi has been doing a 
rather one-sided diplomatic round this 
week by visiting first his neighbour, 
Libya, and then his neighbour's patron, 
Russia. This confirms the Americans in 
their view that his emergence as Sudan’s 
prime minister from last April's election 
was bad news. Mr Sadiq is indeed no 
friend of the Americans. They subsidised 
the dictatorship of Mr Jaafar Numeiri, 
who from 1969 until his overthrow 16 
months ago did his best to eliminate Mr 
Sadiq and his political following; they 
back the Egyptians, whom the Sudanese 
Suspect of wanting to control the entire 
Nile Valley; and they seem to be giving 
some support to the resurgent rebels in 
Sudan’s south. 

The war in the south, which has 
brought mass starvation to the civilian 
population there, is Mr Sadiq's most 
immediate worry. Since the 1950s the 
government in Khartoum, run by Mus- 
lims who call themselves Arabs, has 
faced black southern rebels led by prod- 
ucts of Christian mission schools. The 
latest southern leader is the American- 
educated Colonel John Garang. Both 
sides are short of ammunition and fuel. 
Victories are largely symbolic. In July 
Mr Sadiq flew to the main southern town 
of Juba to raise the morale of the two 


20 


S - 
ra ne a r 4 
a ~<a. Fine. dh 


battalions beleaguered there. A few days 
later Mr Garang’s forces claimed they 
had taken Juba; but they had merely 
closed its airfield by placing a mortar on 
a nearby hill. Then, on July 31st, Mr 
Sadiq met Mr Garang in Addis Ababa, 
Ethiopia's capital. 

When Mr Sadig was last prime minis- 
ter, in 1966-67, he tried hard to bring 
peace to the south. High-born, Oxford- 
educated and piously Muslim, he never- 
theless respects the rights of non-Mus- 
lims, and realises that a huge country 
containing people of very different cul- 
tures cannot be run as a unitary state. 
But what sort of autonomy can he offer 
the south? 

A third of its 3m inhabitants belong to 
the amazingly tall Dinka people, pasto- 
ral nomads who are good at fighting. 
There are a dozen other southern peo- 
ples, of various sizes and habitats, and 
the non-Dinka majority might well pre- 
fer rule from the distant north to Dinka 
domination. President Numeiri tried to 
impose a solution by devolving some 
power to three separate southern prov- 
inces, Only one of which was Dinka- 
dominated. Mr Garang, a Dinka, wants 
a united south for his people to run. 

Mr Sadiq would have trouble accept- 
ing that, even though Mr Garang denies 


unacceptable to the army, which is any- 
way deeply suspicious of the govern- 
ment’s dealings with the Communists. 
The army’s suspicions will not have been 
allayed by a recent American intelligence 
estimate (in the teeth of evidence that 
hundreds of guerrillas have been surren- 
dering since February) that the number of 
guerrillas has risen from 16,000 to 22,500 
in the past six months. 

Many soldiers have complained about 
what they call the “vendetta” waged 
against them by a government commis- 
sion on human rights. The commission is 
investigating military abuses when Mr 
Marcos was president, but declines to 
investigate atrocities blamed on the guer- 
rillas. The army has been taking reporters 
on tours of what it calls “killing fields” in 
Mindanao, where, it says, hundreds of 
guerrillas have been executed by their 
former comrades on suspicion of bein 
government spies. 

The defence minister, Mr Juan Ponce 
Enrile, who was also Mr Marcos’s de- 
fence minister, has in the past made no 
secret of his disapproval of deals with the 
Communists. But on August 6th Mr En- 
rile promised to honour any agreement 
the government made with the guerrillas; 
and, to give the negotiators “ʻa feeling of 
confidence”, he guaranteed their safety 
during the peace talks. 


that he wants southern independence. 
But Mr Garang has the powerful military 
advantage of bases in neighbouring Ethi- 
opia. Despite its present Marxist govern- 
ment, Ethiopia has a tradition of Chris- 
tian resistance to Islam, and its rulers 
also resent Sudanese support for the 
rebels who fight against Ethiopian rule in 
Eritrea. Small but sufficient quantities of 
American money and arms reach Mr 
Garang by way of Ethiopian territory. 

From across Sudan's western border, 
on the other hand, the Libyans keep 
offering subsidies, and maybe military 
help, to the Muslim government in Khar- 
toum. Mr Sadiq, a fervent nationalist, is 
careful about whom he co-operates with, 
and his latest talks with Colonel Qaddafi 
(who seems fuddled these days) seem 
not to have led to a policy of long-term 
co-operation. But Sudan, being stoney- 
broke, desperately needs money, and if 
Libya or Russia stumps up there might 
be Sudanese favours in return. 

That would alarm the Americans. 
They too could offer favours, beginning 
by stopping their small help to Mr Gar- 
ang. But since they give Sudan no finah- 
cial aid they cannot exert leverage by 
threats to cut it off; and lifting Sudan out 
of its economic disaster could be too 
costly even for them. A new great-power 
poker game may have begun on the 
shores of the Red Sea, with the unfortu- 
nate Sudanese as the stake. 
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Texas wages war on the future 


It was just nine years ago that the Texas 

treasury bulged with a $3 billion surplus. 

Oil was booming and so was state govern- 

ment: Texas had the fastest-growing bu- 
_reaucracy among the 12 industrial states. 
Today the heady days of the oil boom 
~ seem like ancient history. The $3 billion 
surplus has turned into an even larger 
deficit, projected to reach $3.5 billion by 
August 1987. And the Texas legislature, 
called into special session this month by 
embattled Governor Mark White, must 
choose between raising taxes or disman- 
tling many of the services introduced 
during the boom years. 

The timing could hardly be worse. The 
three Democratic officials who control 
the session’s destiny all face re-election 
contests against Republicans. Mr White is 
involved in a bitter rematch with the man 
he unseated four years ago—sharp- 
tongued Mr Bill Clements, who in 1978 
became the state’s first Republican gover- 
nor in 104 years. The Speaker of the 
House of Representatives, Mr Gib Lewis, 
faces the first serious challenge of his 
career in a Fort Worth district that voted 
overwhelmingly for Ronald Reagan in 
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1984. Lieutenant-Governor Bill Hobby, 
ruler of the Texas Senate since 1973, faces 
only minor opposition but has to worry 
about the state’s sagging economy, the 
volatility of the special session and polls 
showing Governor White trailing by as 
much as 20 points. 

Mr White is already under fire from Mr 
Clements for backtracking on a 1982 
campaign pledge to avoid new taxes. But 
the price of oil, the most important eco- 
nomic indicator in Texas, would not co- 
operate. It was $35 a barrel in 1982, the 
year of the first White-Clements race. For 
most of 1986, it has been scarcely a third 
of that. 

Oil began to fall even before Mr White 
took the oath of office. As it declined, so 
did Texas’s income from oil and gas 
severance taxes—major sources of reve- 
nue in a state with no personal or corpo- 
rate income tax. In 1984 Mr White suc- 
cessfully proposed a set of education 
reforms—and signed the largest tax bill in 
Texas history to pay for them. Last year, 
as the price of oil fell to around $25, Mr 
White resorted to increasing college tu- 
ition fees and raising charges for every- 


Several politicians likely to join the queue after November 
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thing from court costs to driving licences. 

Early in 1986 oil prices slid below $20 
and Texas went into the red again. Mr 
White ordered state agencies to slash 
their budgets by 13%. Even so, the defi- 
cits continued to mount. With Texas 
prohibited by its state constitution from 
going into debt and facing the possibility 
of a cash-flow crisis in December, Mr 
White summoned the legislature on Au- 
gust 6th for a 30-day special session. 

In his address to the legislature the 
governor abandoned the vagueness and 
caution that have been the most promi- 
nent characteristics of his political style. 
He proposed a package that included an 
increase in the state sales tax, cuts and 
consolidation in state agencies and, to 
provide taxpayers with a spoonful of 
sugar along with the bitter medicine, a 
constitutional amendment banning state 
income taxes. 

But Mr White ran headlong into his 
fellow Democratic leaders. Mr Lewis, 
armed with polls that show his district 
heavily against a tax increase, announced 
that the House would not pass a tax bill, 
full stop. Meanwhile Mr Hobby, who 
agrees with the governor on the need for 
more revenue, reaffirmed his longstand- 
ing opposition to devices like the prohibi- 
tion against income taxes that tie the 
hands of future legislatures. 

After ten days, the session was still 
deadlocked. The House remains firmly 


Y > i an "x , 
5 F. PN eae 
XA LIBRAM 

. 


] 


committed to what even proponents calla — 


band-aid approach: cut spending enough 
to get the state beyond the impending 
cash-flow crisis (and the impending elec- 
tion), and then worry about the rest of the 
deficit in next January’s session. 

The House appropriations committee 
has already sliced deeply into once-sacro- 
sanct areas of the budget, cutting univer- 
sities by 13% ($220m) and junior colleges 
by 9% ($40m). The committee’s $25m 
proposed reduction in the parks and wild- 
life budget would close 21 state parks, 
including the San Jacinto Battleground, 
where Texas won its independence from 
Mexico. One of the hardest-hit agencies is 
the department of human services, where 


the loss of state funds often means a loss — 


of federal funds as well. The committee 
eliminated a 4.8% increase in money for 
nursing homes that look after the elderly 
poor, saving $9m in state money but 
costing $11.5m in federal funds. 

Mr Hobby and the Senate may have 
little choice but to go along with the band- 
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n, tax bills must originate in the House. 
ven if Mr Lewis were to relent, passage 
f a tax bill in the House is by no means 
assured. Republicans constitute more 
han a third of the House (but only a fifth 
the Senate) and are firmly opposed to a 
increase before they know who the 
governor is going to be. They have 
gh votes to keep a tax bill from 
‘ging from the ways and means com- 
ee. The only chip on the Senate’s side 
he table is that it can hold the income- 
an hostage and offer to exchange it 
a tax increase. 
Regardless of how the special session 
ns out—or the autumn elections, for 
t matter—the problems that face the 
e are not likely to diminish. The oil 
lapse has changed Texas, almost over- 
t, froma traditionally optimistic state 
one that is deeply worried about its 
ture. Texas’s oil production peaked in 
972; in 14 years, it has dropped by a 
uird. During most of that period, prices 
ose faster than production fell, so the 
sony and the state treasury both 
mntinued to prosper. Now it is wrench- 
ingly obvious that both are far too depen- 
dent on a declining industry. 
_ Everybody agrees that the answer to 
Texas’s problems is to diversify its econo- 
my. Nothing i in Texas politics is paid more 
lip service than the “good business cli- 
mate”. But there is no consensus on how 
to achieve it. Mr White and Mr Hobby 
represent the view of what might be 
called the new business establishment: 
the big financial institutions, law firms, 
high-tech companies, the large commer- 
cial property developers, the major uni- 
versities. They believe that a good busi- 
ness climate means better schools, roads 
id parks, and universities of the first 
rank. All this requires more taxes. l 
et.old ways die hard. Texas is a low- 
_low-service state. Many Texans re- 
convinced that a good business 
means low taxes in general and no 
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à \ugust Lith, the Senate chaplain 
d God to “spare the Senate another 
0 inordinate te our at and stress s which 


























ites Mr Bob Dole. ani wrapped up 
a defence authorisation bill with the help 
of a rare Saturday sitting, he contemplat- 
ed the start of Congress’s three-week 
break on August 15th, rolled up his 
sleeves and invited his colleagues to enjoy 
a surfeit of legislative activity. 

On Mr Dole’s menu for the week: aid 
for the Nicaraguan contras (the Senate 
was obliging); a temporary extension of 
the ceiling on government debt; another 
attempt to settle the question of how the 
cuts mandated by the Gramm-Rudman 
budget-balancing law should be imple- 
mented; and a response to demands for 
sanctions against South Africa. Mean- 
while, he had to keep a careful eye on the 
still-bogged-down conference between 
the House of Representatives and the 
Senate on tax reform, and push through 
Senate confirmation of Mr William Rehn- 
quist as chief justice and of Mr Antonin 
Scalia as a justice on the Supreme Court. 
When Congress returns in September, it 


will deal with a bill to put legislative flesh. 
on the presidents campaign against 


drugs. And the senator from hard- 
pressed Kansas has not, unlike most of his 
colleagues, yet given up hope of a trade 
bill. S 
It is not Mr Dole alone who i his 





of doing so. Twice this summer--first on 


aid to the contras, then on the vote to 


sustain his veto of a protectionist textile 
bill—he has lobbied the House hard and 
successfully. But his biggest test may yet 
be to come. For the defence authorisation 


bills passed this month by the House and — i 
the Senate, which now have to be recon- © 
ciled, fall far short of what the White 


House considers acceptable. 
President Reagan had asked Congress 


for budget authority of $320 billion for in rea 
defence for fiscal year 1987 (which begins | nde 








on ea ist). The Senate's au 
tion bill would give him only $295 billion 
that of the House just $285 billion. The 
president will be lucky if the figure that 
emerges from conference is as high as the 
$292 billion set in Congress’s budget 
resolution at the beginning of July—a 
figure that the White House slammed. 

Yet as Senators Barry Goldwater and 
Sam Nunn, respectively the Republican’ 
and Democratic leaders of the Senate 
Armed Services. Committee, reminded 
the president and the defence secretary, 
Mr Caspar Weinberger, rebuking Con- 
gress is not enough. Mr Nunn believes 
that to meet even the budget resolution 
targets Congress might have to cut as 
much as $6.8 billion. 

If the short term is bad, the long term is 
worse. Mr Nunn says the process of 
defence budgeting is now quite unrealis- 
tic. He claims that Congress's plans for 
defence spending are from $300 billion (if 
a Gramm-Rudman stay on expenditure. _ 
does not happen) to $450 billion (if it 
does) less than the administration’ š plans 
over the next five years. All this assumes © 
that the president continues to refuse to 



































ask for, or accept, additional revenues 

< from extra taxes. Mr Nunn’s clear impli- 
- cation. 

work cut out if the 99th Congress is. to 

pass legislation that reflects the adminis- ts 

tration’s programme. The president, too, 

must play his part. He is certainly capable 





is that if the president wants his _ 
defence programme to remain on course, 
his obstinacy on taxes will have togo. 

From the general defence budget to its 


ae details, congressmen continue to spoil the 
president’ s summer. Even as Mr Reagan 
continues his commitment t tr 






gic Defence Initiative (SD1), so Colgress- 
men from both Parties. have become scep- 
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vanted $5.3 billion for SDI 
late voted to give him just 
ne House, the Armed 
recommendation of 
a So the floor 
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nan (who says that sDI stands for “Soviets 
do it”) to give the administration its full 
whack was opposed by more Republicans 
than supported it. 

Nor was this all. The spi has now 
become the latest victim of Congress’s 
protectionist streak. The Senate easily 
passed a surprise amendment by Mr John 
Glenn which would limit SDI contracts 
going to America’s allies unless Mr Wein- 
berger certifies that the research cannot 
be done at home. Britain’s bragging of a 
possible $1.5 billion coming its way in SDI 
contracts especially annoyed Senator 
Glenn. 

To cap it all, the House of Representa- 
tives has been trying to keep Mr Reagan 


on the arms-control tack by making him 
stay within the missile limits of SALT-2 and 
continue the moratorium on testing anti- 
satellite weapons. It remains hostile to 
new chemical weapons and has urged a 
total test ban for a year. 


Spies 
Money grubbers 


When the Central Intelligence Agency's 
first defector—a former employee, not a 
current one—was unveiled in Moscow on 
August 7th, the only surprise was the 
timing. Edward Lee Howard had been on 


A one-man rival State Department 


An extraordinary public struggle be- 
tween a senator and the State Depart- 
ment is turning increasingly rancorous. 
The State Department suspects that Sen- 
ator Jesse Helms or one of his aides may 
have leaked secret information to the 
government of Chile. Mr Helms, a Re- 
publican, wonders whether American 
intelligence agencies spied on him and 
his staff during a trip to Chile last month. 

However much a departure from the 
norms of Washington, such a quarrel is 
not, for Mr Helms, unusual. In his 13 
years in the Senate, Mr Helms has per- 
sistently challenged standard American 
diplomacy and the professionals who 
Carry it out. The North Carolina senator 
has opposed arms-control agreements 
with the Soviet Union and warmer rela- 
tions with China. As chairman of the 
Senate subcommittee on Latin America, 
he seeks a coalition of anti-communists, 
even if that entails cosying up to right- 
wing authoritarians. 

Although he has supported Mr Rea- 
gan on the invasion of Grenada and on 
aid to the anti-Sandinist rebels in Nicara- 
gua, Mr Helms detects a leftward drift in 
Mr Reagan’s State Department. To lis- 
ten to Mr Helms is to conclude that he 
knows the genuine Reagan foreign poli- 
cy better than all the president's men. 

While in Santiago in July, Mr Helms 
accused the American ambassador, Mr 
Harry Barnes, of having “planted the 
American flag in the midst of a commu- 
nist activity” when he attended the fu- 
neral of a young man burned to death 
during an anti-government demonstra- 
tion, a crime for which a soldier is now 
Standing trial Mr Helms wants Mr 
Barnes fired and said, “If President 
Reagan were here in these same circum- 
stances and knowing what little I know, I 
believe he would have sent that ambassa- 
dor back.” The White House and the 
State Department have reiterated their 
S rt for Mr Barnes. 

oreover, at the behest of the admin- 
istration, the Senate Intelligence Com- 
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mittee has asked the FBI to investigate 
the possible leak to the Chilean govern- 
ment of classified information. The in- 
vestigation is said to focus on one of Mr 
Helms’s aides. The senator said the accu- 
sation was untrue and the investigation 
was designed to intimidate him. In re- 
sponse, he has written to the attorney- 
general to find out whether the CIA or 
any Other agency spied on his party in 
Chile. “What disturbs me about the 
disinformation campaign is the readiness 
of the State Department, the CIA and the 
media to side with the Marxists and 
totalitarians,’’ he said in the Senate. 





Second fiddle out of tune 


“There is no lie too improbable, no 
distortion too great, no smear campaign 
too dirty for the State Department and 
the media to embrace.” 

The bitter quarrel fits a Helmsian 
pattern. As a first-term senator in the 
early 1970s, Mr Helms assailed as 
“fraudulent” the Nixon administration’s 
policy of detente with the Soviet Union 
and notably its author, Mr Henry Kissin- 
ger. During the Carter administration, 
the senator took a leading role in oppos- 
ing what he—and Mr Reagan—termed 
the “giveaway” of the Panama Canal. 

In 1979, two Helms aides appeared in 





- 


AMERICAN SURVEY 
the run for nearly a year since he eluded 
an FBI surveillance team in Santa Fe, 
using evasion techniques he had learned 
in the agency, and fled the United States. 
One reason for his belated decision to 
accept Soviet hospitality is that his former 
employers were reported to be closing in 
on him, Another is that his wife, a former 
partner in CIA spy training, had recently 
started co-operating with his pursuers 
and, two days before he resurfaced, had 
refused to join him in exile. For the 
Russians, the announcement that Mr 
Howard had been granted asylum out of 
“humane considerations” was a welcome 
antidote to the news that two Soviet 
circus performers had defected to the 


London to observe negotiations over 
Zimbabwe. The British government 
complained to the State Department that 
the Helms men may have impeded pro- 
gress by encouraging the former Rhode- 
sian prime minister, Mr Ian Smith, to 
hold out longer. The next year, when the 
Bolivian interior minister visited Wash- 
ington, Mr Helms met him for lunch in 
the Senate dining room. Officially, how- 
ever, the American government kept its 
distance from the minister, suspecting 
him of being heavily involved in the 
Bolivian drug trade. 

Mr Helms supported the election of 
Mr Reagan as president largely in the 
hope that he would conduct a hard-line 
foreign policy. But the president has 
often disappointed him. The senator has 
used his congressional prerogatives to 
delay several presidential appointments, 
including Mr Richard Burt as ambassa- 
dor to West Germany, Mr Winston Lord 
as ambassador to China, Mr Chester 
Crocker as assistant secretary of state for 
Africa and Mr Morton Abramowitz as 
assistant secretary of state for intelli- 
gence and research. 

In 1982, Mr Helms cast the only vote 
in the Senate against a resolution back- 
ing Britain in the clash with Argentina 
over the Falkland Islands (he saw Argen- 
tina as an anti-communist ally). And in 
1984, Mr Helms criticised the Reagan 
administration for its support of Mr Jose 
Napoleon Duarte, the president of El 
Salvador. Dismissing reports that Mr 
Duarte’s opponent, Mr Roberto d'Au- 
buisson, directed death squads, Mr 
Helms said of the d’ Aubuisson-led party, 
“It would include most of the free- 
enterprise folks in the city of Charlotte,” 
North Carolina’s biggest town. 

In the past three months, Mr Helms 
has conducted hearings for the purpose 
of putting pressure on Mexico over drug 
traffic and has tried to block an extradi- 
tion treaty with Britain. The State De- 
partment now worries that he might try 
to take over the chairmanship of the 
Senate Foreign Relations Committee— 
on which he ranks second—if the Repub- 
licans remain in the majority after the 
November elections. 
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modern breed of spies who betray their 
-country not for politics but for money. 
(Five such mercenaries have been con- 
-victed of espionage in the past year.) A 
-second Howard motive was revenge; he 
_was bitterly angry at the CIA for cancelling 
a. promised Moscow posting and then 
rowing him out after a lie-detector test 
revealed drug, drink and marital prob- 
ems: It was in the heat of his battle with 


“the Russians. He began passing them 
: secrets soon after. About five American 
-and an untold number of Soviet agents for 
-the CIA were blown as a result. An 
electronics expert in a Soviet military 
hink-tank is believed to have been exe- 
uted; three others, including a top KGB 
man in London, hurriedly “defected” in 
he spring of 1985. The Cia has yet to 
ebuild its Soviet apparatus. 

- The Howard story, like the case of 
another informer, Ronald Pelton, reveals 
a security apparatus unresponsive to the 
most blatant signs of vulnerability among 
ormer staff with still-classified memo- 
‘Ties. The ex-CIA agent was disturbed 
-enough to need psychiatric treatment, for 


-= Where farm policy is concerned, the 

“administration, it seems, can do nothing 
right. It gave way to demands from farm- 
state Republican senators, especially 
-those who must face the voters this au- 
tumn, that it should allow the Soviet 
nion to buy subsidised American wheat 
© fulfil its promise to buy 4m tonnes by 
aun 30th. The Russians had been 
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i which he: agency a “Yet his tell-tale 
travel and spending patterns-—Kruger- 
rands, Soviet cigars—do not seem to have — 
been monitored until a traitor fitting his _ 


Mr Howard appears. to. be one of a 


the agency in 1983 that he first contacted 





description was named last summer by a 
Soviet defector (or disinformer), Vitaly 
Yurchenko. | 
Mr Pelton, a former analyst for the 
National Security Agency, was another 
suitable case for subversion as a declared 
bankrupt; he moved undetected along 
exactly the same route as Mr Howard, 


from a visit to the well-watched Soviet 


embassy in Washington to assignations 
with Soviet agents in Austria. It was only 
after he too was fingered by Mr Yur- 
chenko that he was picked up, tried and, 
in June, found guilty of espionage. 

Although the CIA maintains that Mr 
Yurchenko was a genuine if temporary 
turncoat, his redefection to Russia last 
November raised questions that remain 
unanswered about all his revelations. It 
now seems likely that both Mr Howard 
and Mr Pelton had been deemed dispos- 
able by the Russians by the time they 
were given away. With no more to offer 
his hosts in Moscow, Mr Howard may 
soon find he has come in from the cold 
only to end up in a deep freeze. 





Only the Russians are smiling 


stalling, miffed that they were not al- 
lowed to share in the lower prices offered 
under the American export enhancement 
programme. This placated the Republi- 
can leader in the Senate, Mr Robert 
Dole, whose home state of Kansas is the 
largest producer of wheat, but outraged 
Mr George Shultz, the secretary of state, 
who rightly pointed out that it would 


oone 


make it ' impossib e 


sales to the Soviet 










entina tos ser 
vice its international loans. 

But are the senators satisfied? Not | a 
all. “Just a pilot programme,” sniffes 















































- Senator James Abdnor of South Dakota 


To please the voters in the states tha 
grow corn (maize), Senator Dole and 1 
1 farm states attaches 
an amendment to the -Export-Impor 
Bank reauthorisation bill that would al 
low the Soviet Union to buy unlimite¢ 
amounts of subsidised’ grain, including 
corn and soyabeans, up to Septembe 
30th. In the House of Representative: 
members from farm states tried to bring 
to the floor a bill to require subsidisee 
nion and other coun: 
tries for the next two year os. 
The Russians showed no more te gt ati: 
tude. They are demanding that 
buyers should have the right to reject 7 
shipment if it does not meet their stan 
dards. This is something American grair 
exporters say they cannot accept; it could 
mean million-dollar losses. But it is a real 
possibility; complaints about the quality 
of American wheat and other grains are 
often heard, though sometimes, it is sus- 
pected, simply to d jown the price. 
This does not seem to be what the Rus- 
sians have in mind; they are refusing to 
accept any discounts on n spoiled wheat. 
One suggestion that has been put for- 
ward is that what has worked so well for 
exporters of American rice and may work 
for cotton should be extended to export- 
ers of other farm commodities. Under 
“marketing loan” arrangements they are 
allowed to cut their prices as much as is: 
needed to secure sales, and are then 
reimbursed from the Treasury. The price 
is par at bee 5 bilión: over two: years | > 























passed last year i is sein soaring. Con- 
gress tried to do two incompatible things: 
to bring down the prices of farm commod- 
ities in order to expand exports, and at 
the same time to relieve some of the 
farmers’ pain by maintaining, for two 
years, the payments that are made to 
keep up farm incomes. The cost of these 
subsidies, reckoned last year to be about 
$17 billion a year, is now put at about 
twice that sum. And yet, most farmers 
still seem plur gedi ina ami of unsetlable: 





even disgustingly, well. A limit of $50,000 
in commodity and income support per 
farm remains in the law, but is easily 
circumvented; a study by the Department 
of Agriculture shows that only 18% of the 
money goes to the middle-sized family 
farm, while thousands of larger farms are 
receiving more than $500,000 a year and a 
few awards are in the millions. The subsi- 
dies are paid according to output. 

The Department of Agriculture esti- 
mates that farm exports in 1986 will 
amount to $27.5 billion, 12% lower than 
they were in 1985. With farm imports put 
at $20 billion, that leaves a farm trade 
surplus of just $7.5 billion, the lowest 
since 1973. Even the falling dollar has 

ne little to help, since it has strength- 

ed against the currencies of some of 
America’s strongest agricultural competi- 
tors: Canada, Australia and Argentina. 
Not surprisingly, some experts, and many 
farmers, are beginning to ask whether 
exports provide the road to salvation, and 
at what price, in a world of subsidised 
farmers. Exports would have to rise by 
90% next year to prevent further growth 
in surpluses. The Department of Agricul- 
ture expects a growth of only 25%. 

The evidence of this unhappy abun- 
dance will be seen in farmyards, grain 
elevators and sheds all over the farmbelt 
this year as farmers harvest a near-record 
corn crop on top of a huge wheat crop. 
With approved storage already bulging, 
President Reagan announced this week at 
the Illinois state fair that for the first time 
farmers will be able to get price-support 
loans for grain stored on the ground. That 
will be money in their pockets (they do 
not have to repay these loans, but can 
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leave the crop in the government's 
hands), but the problem, along with the 
surpluses, will be held over until next 
year. Ironically, the only relief in sight is 
the need to rush feed-grains to the south- 
eastern states that have been ravaged by 
drought and heat. 


Election finance 


Pure in thought 


As chairman of the Senate Finance Com- 
mittee, Mr Bob Packwood is everybody's 
favourite charity this year. His $6.2m war 
chest for the November election is the 
largest of any congressional candidate; so 
is the $977,000 he has collected from 
political action committees (PACs). Yet 
Senator Packwood joined a majority of 
his colleagues this week in endorsing 
ceilings on PAC receipts which, if applied 
today, would leave his campaign some 
$800,000 poorer. The 69 senators voted 
for self-denial in the confidence that no 
price would have to be paid. The Speaker 
of the House of Representatives, Mr Tip 
O'Neill, wants no fiddling with campaign 
finance in his last congressional term, so 
the Senate bill will die by the end of the 
session. But with support ranging from 
the Goldwater right to the Kennedy left, 
reining in election spending may be a 
reform whose time has come. 

The main targets of the reform effort 
sponsored by Senators David Boren and 
Barry Goldwater are political action com- 
mittees. PACs have evolved in the past ten 
years as a way around the post-Watergate 
reform which banned direct political gifts 
from companies. PACs tend to be identi- 
fied as the political arms and arm-twisters 
of special interests. The richest PACs fit 
the bill: the National Association of Real- 
tors, the American Medical Association, 
the National Rifle Association, the 
Teamsters union. But special interests 
must now be defined to include senators 
and congressmen who operate their own 
PACs, which in turn get money from other 
PACs, and are used to advance presiden- 
tial and congressional leadership ambi- 
tions as well as political causes. The two 
biggest congressional moneypots are con- 
trolled by Senators Jesse Helms and Rob- 
ert Dole. 

The weight of PAC money has increased 
with every election: from $8m contribut- 
ed to congressional campaigns in 1976 to 
$105m in 1984. By June this year, $24m 
worth of PAC money had gone to Senate 
candidates, a 65% increase over the total 
at the same stage in the 1984 election. 
PACs are blamed for the racheting up of 
campaign spending; the average Senate 
race now costs $3m compared with 
$600,000 eight years ago. PACs add to the 
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advantage of incumbency since 80% of 
PAC money goes to sitting candidates. 
And they diminish the importance of 
local fund-raising. Only three senators, 
all Democrats, have never accepted any 
PAC money: Mr Boren, Mr William Prox- 
mire and Mr John Kerry. Four Demo- 
crats and six Republicans in the House 
have also turned it down. 

The Boren-Goldwater solution to the 
PAC problem is to impose ceilings on both 
giving and receiving. House candidates 
would be limited to a total of $100,000 
from PACs for one election cycle. Senate 
candidates would have a limit of between 
$175,000 and $750,000, depending on the 
size of the state. The bill would also 
reduce the amount a PAC may give to a 
candidate from $5,000 to $3,000, while 
raising the cap on individual giving from 
$1,000 to $1,500, If these limits had been 
in place in 1984, PAC donations to Senate 
candidates would have been halved. 

Senator Rudy Boschwitz speaks for 
many sceptics in arguing that capping PAC 
spending would merely shift the same 
money into other, unregulated channels, 
such as the so-called soft money which 
businesses and unions are allowed to give 
to political parties for capital spending on 
buildings or computers or for diversion to 
local races. The Senate accepted a Bosch- 
witz proposal to narrow this loophole, 
through which $55m has passed in the 
past five years, by requiring reporting of 
all soft money given and received. 

Another loophole, harder to plug, is 
the PAC money spent on allegedly inde- 
pendent campaigning—that is, on behalf 
of a candidate but not by him and there- 
fore not on his election account. A few 
years ago the Supreme Court blocked an 
attempt to choke off independent spend- 
ing as a violation of freedom of speech. 
The main independent spenders are the 
richest PACs—doctors, gun owners and 
estate agents—but this kind of targeted, 
high-pressure campaigning is also a fa- 
vourite technique of single-issue groups 
such as anti-abortionists. The main bene- 
ficiaries of independent spending in 1984 
were Senator Helms and Mr Phil Gramm. 

Neither Mr Boren nor Mr Boschwitz 
has an answer for this uncontrolled infu- 
sion into congressional campaigns which 
amounted to $6m last time round. But the 
Boschwitz amendment would cut off an- 
other outlet by banning direct PAC contri- 
butions to political parties. Along with his 
proposal for reporting soft money, this 
showed his partisan hand, since the Dem- 
ocrats are much more dependent than the 
Republicans on both PAC and soft money: 
together they account for some 35% of 
the Democrats’ funds compared with 
barely 5% of the Republicans’; unsurpris- 
ingly, 51 Republicans and only seven 
Democrats supported the Boschwitz 
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amendment. But the Minnesota Republi- 
can’s real purpose, it seems, was to con- 
centrate minds on the need for a broader 
assault on election finance in the next 
Congress. Meanwhile, some 90 senators 
can return for their summer communion 
with constituents wearing reformers’ 
badges. 


Puerto Rico 
All about tax breaks 


SAN JUAN 


A brilliant idea, it seemed, up to a point. 
The tax loophole that lures American 
investment into Puerto Rico is to be 
preserved; in return Puerto Rico is to 
inject a bit of life, and money, into 
President Reagan’s limping Caribbean 
Basin Initiative, the administration’s bid 
to counter Cuban and Nicaraguan influ- 
ence with American-sponsored trade, aid 
and capital. 

The drama began when it was discov- 
ered that the Treasury’s first version of 
tax reform did away with Section 936 of 
the Internal Revenue Code, which allows 
the subsidiaries of American companies 
operating in Puerto Rico to bring home 
their earnings to parent companies on the 
mainland without paying federal taxes. 
To persuade Congress that this conces- 
sion, worth about $1 billion a year, should 
be spared, Governor Rafael Hernandez 
Colon and his advisers in Washington— 
who included the now-embarrassed Mr 
Michael Deaver—suggested that up to 
$100m a year of the money saved through 
Section 936 should be redistributed to 
Puerto Rico’s Caribbean neighbours. 

How many birds can you kill with one 
stone? The scheme would be to set up 
twin plants in Puerto Rico and in those 
neighbouring islands where labour, unfet- 
tered by federal minimum-wage laws, 
comes cheaper than in Puerto Rico; the 
capital would be provided either by the 
Puerto Rican government in the form of 
low-cost loans or, better, by the compa- 
nies now benefiting from the tax break. 

Congress, not perhaps wanting to make 
Puerto Ricans even poorer than they 
already are (income per head is about 
one-third the American average), al- 
lowed itself to be persuaded and Section 
936 survives, more or less intact, in both 
the Senate and House versions of tax 
reform. But the House bill does demand 
some accountability; congressmen are 
quite keen to see that promised $100m 
invested each year in the Caribbean. 

Well, says Mr Hernandez Colon, the 
$100m is a goal, not a commitment. Some 
of his more expansive plans are caught 
between the Treasury and the State De- 
partment. The Treasury does not like him 


lending money to countries that are not 
prepared to open their financial books for 
inspection; the State Department is sniffy 
about his attempts to interest Japan in the 
twin-plant scheme on the same conces- 
sionary basis as American companies now 
enjoy. The onus is on the companies to 
come through with investment plans. 

Last winter, two dozen of them pledged 
themselves to the scheme but, so far, only 
two have done anything about it: Johnson 
& Johnson is pressing ahead with a small 
project in Grenada; Westinghouse is de- 
veloping a plant in the Dominican Repub- 
lic that might, in other circumstances, 
have gone to the Far East. Other compa- 
nies may be waiting to see how the bill 
emerges. The governor claims that, with- 
in the next three months, at least ten 
projects will be on the way. 

Mr Hernandez Colon claims that he 
always wanted to make Puerto Rico a 
“contributing partner” in Mr Reagan’s 





sounds a little too hopeful. 

Political ideology in Puerto Rico is 
stuck in a pre-1952 colonial time-warp; 
the two main parties, which failed te 
develop along traditional conservative- 
liberal lines, fight a hectoring battle of 
commonwealth versus statehood. These 
days the electorate keeps the parties 
revolving, in and out of power, but thei 
philosophies have peripheral relevance tc 
a people who worry about ordinary thing: 
like no jobs and bad housing. And abou! 
crime: hold-ups are so common in the 
cities that the customers in a smart Sar 
Juan pastry shop last month went on 
munching as an armed robber emptied 
the till. 

Mr Hernandez Colon’s Caribbean and 
international ventures are suspect to the 
statehood men. Yet the party, led by the 
mayor of San Juan, Mr Baltasar sai 







del Rio, appreciates the need to save 
tax break. The capital-intensive Ameri- 





Caribbean vision; his ideas were refined, 
not inspired, by the need to save the tax 
break. The governor's party, which in- 
vented the island’s so-called Common- 
wealth status and wants to keep things 
much as they are, is in constant search for 
undemanding ways to make the status 
seem a little more autonomous and a 
good deal more dignified. 

This fits in with the federal scheme of 
things. Although American administra- 
tions routinely say they would make Puer- 
to Rico a fully-fledged state if enough 
Puerto Ricans showed that they wanted 
it, given the choice they would much 
prefer to let things be. So, if plans work 
out the way the present administration 
and the Puerto Rican government hope, 
the new Caribbean project will not only 
provide some of the investment that the 
Caribbean Basin Initiative has so far 
lacked, but also make Puerto Ricans feel 
a bit better about their second-class rela- 
tionship with the United States and their 
dependence on federal handouts. It all 
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can companies do not produce that ma 
jobs—the official rate of unemploym 
is around 20% and nearly two-thirds of a 
Puerto Ricans depend on the monthly 
cheques that are Puerto Rico’s equivalent 
of food stamps—but life would be worse 
if the companies packed their bags in 
search of a cheaper home. 

The tiny Independence party, led by 
intellectuals, talks derisively of a colonial 
experiment that has left Puerto Rico with 
its hand held out for tips and with a dead 
or dying agriculture: the country imports 
manure from Kentucky and swims in milk 
that it cannot afford to turn into butter or 
cheese. The party’s propaganda cannot 
compete against federal benefits that 
keep the islanders better fed, educated 
and looked after than most of their third- 
world neighbours—or against the citizen- 
ship that provides the safety valve of 
migration to New York. Yet the indepen- 
dentistas have a drumbeat appeal for the 
nationalist that lurks beneath the skin of 
every Puerto Rican. 
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t was built to last 





O sweet and lovely wall, 
Show me thy chink 


On the eastern side, a nose-thumbing 
celebration; on the western side, a solemn 
and sorrowful commemoration. On Au- 

st 13th, Berlin was as firmly divided by 
f way it marked the building of the 
-erlin Wall 25 years ago as it has been by 
the wall itself. Speaking in the old Reich- 
stag building, the West German chancel- 
lor, Mr Helmut Kohl, called the wall a 
“monument to inhumanity”. The East 
German leader, Mr Erich Honecker, was 
not about to let Mr Kohl rain on his 
parade of flag-waving paramilitary units. 
He duly led, on the eastern side, the 
applause for the “‘anti-fascist defence” 
provided by the wall. 

The city that in 1961 brought Russians 
and Americans eyeball to eyeball at the 
Brandenburg Gate is acknowledged these 
days tô be a calmer, more workaday sort 
of place. Paradoxically, this greater sta- 
bility for Berlin has come about largely 
because of the wall that produced the 
showdown 25 years ago. 

The 100-mile scar that cuts across the 
face of the city is as ugly as ever. The 285 
East German watch-towers at intervals 
along it overlook tank traps, minefields 
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and electrified fences built to “defend” 
East Berliners and East Germans from 
the infectious freedom of West Berlin. 
Altogether the wall has claimed the lives 
of 74 would-be East German escapees. 
Yet, ugly as it is, it has changed the way 
Germans in both East and West think 
about their future. 

Officially, of course, all of Berlin is still 
under four-power control. In both halves 
of the city Russian, French, British and 
American soldiers patrol in jeeps and 
their officers rub shoulders at the opera. 
In practice, however, after 1961 West 
Berlin, like West Germany, was swept 
further into the mainstream of West Eu- 
ropean culture. East Berlin and East 
Germany were left stranded behind the 
wall, Only since the tension-reducing 
four-power Berlin agreement of 1971 has 
the frightful thing which divides the city 
become a little more permeable. 

Mr Honecker had the job in 1961 of 
supervising the building of the wall, in a 
desperate—but successful—attempt to 
stop the haemorrhage of East Germans to 
the West. Now, 25 years on, by having 
helped to preserve communist rule in 


East Germany, the wall enables Mr Hon- 
ecker to preside with growing self-confi- 
dence over a reasonably prosperous East 
German state. 

Over the years Mr Honecker has al- 
lowed more contacts between the two 
Germanies and the two Berlins. Since 
1972, millions of West Berliners and West 
Germans have been able to visit their 
relatives in the East. The hard currency 
they are obliged to hand over for the 
privilege has helped spread a little extra 
prosperity to East Berlin (as does the 
money paid to East Germany for services 
like road-mending and sewage-disposal). 

Travel the other way is more difficult. 
In the first six months of this year, 86,000 
East Germans below retirement age 
(pensioners can go where they please) 
were allowed to visit close relatives in 
West Berlin and West Germany, com- 
pared with 66,000 in the whole of 1985. 
But for most East Berliners, without the 
excuse of urgent family business in the 
West, the wall is not for crossing. 

West German politicians called again 
this week for the wall to be taken down. 
Mr Honecker will not oblige. The num- 
bers of East Germans wanting to leave for 
West Germany each year suggest that an 
open border in Berlin would still be 
disastrous for East Germany. Anyway, 
Mr Honecker has come to count on the 
fact that, having been obliged to adjust to 
their walled-in system, many East Ger- 
mans have found pride in their own 
achievements. 

East Germany claims that all of Berlin 
is really its capital. The wall is, therefore, 
a reminder that it is not yet fully master of 
what it claims to be its own house. As a 
second-best solution, it would like the 
West to recognise the wall as a proper 
border (the Russians sometimes do and 
sometimes do not, as it suits them), The 
East Germans tried in June to force a 
change in the status of Berlin by suddenly 
demanding that foreign diplomats accred- 
ited in East Berlin show their passports to 
East German border guards when cross- 
ing between the two parts of the city. 
They backed down only after the western 
allies protested to the Soviet Union that 
this breached the four-power status of the 
city. 
East German mischief-making is also 
partly responsible for the flood of refu- 
gees from countries like Sri Lanka and 
Ghana who have recently been pouring 
across the border into West Berlin. This ts 
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Catch °86. If it seriously wants to check 
the flow, West Germany will have to 
choose between some unpleasant op- 
tions. It could trim the generous asylum 
clause in its constitution; try to control 
the flood at the wall itself (thereby implic- 
itly recognising it as a border); or else 
threaten sanctions against East Germany 
(and thereby sour the German-German 
relationship which successive West Ger- 
man governments have worked hard to 
improve). The refugees are East Germa- 
ny’s way of turning the special status of 
West Berlin against West Germany. 


Familiarity blurs contempt 

All this is a reminder to other West 
Germans of the problems that West Ber- 
lin represents. Despite increased invest- 
ment in the city over the past few years, 
West Berlin still depends on subsidies 
from the West German government 
which this year will add up to DM13 
billion ($6.3 billion), a little over half the 
city’s budget. There is no sign that this 
dependence will stop. Even though 
agreements with East Germany have 
made travel between West Berlin and 
West Germany easier, the West Berlin 
city government still has to try much 
harder than others to attract bright young 
people with the skills the city needs. 

West Berlin's new-found security 
makes the burden of maintaining the city 
seem greater. Over the years, many West 
Germans have come to regard the Berlin 
Wall as a permanent piece of European 
scenery; familiarity has blurred the con- 
tempt. In West Berlin itself, Britain, 
France and the United States have long 
been transformed from occupying powers 
into guarantor powers, but in these more 
peaceful times the price of the guarantee 
has come to seem more onerous. Tem- 
pers flare more quickly over the noise 
from allied firing ranges; some of the old 
occupation rights now cause offence and 
are under revision. 

What West Berlin needs, the argument 
goes, is a new role to replace its past one 
as an outpost of western democracy. 
There have been proposals to make it the 
arms-control capital of the world, a sort 
of replacement for Geneva. The trouble 
is that the East German regime is unlikely 
to go along with anything that gives West 
Berlin a new lease on life. 

Next year will see a commemoration of 
a very different sort: the 750th anniversa- 
ry of the founding of Berlin. The East 
Germans are quietly pleased that any 
visitors wanting to see the city’s origins 
will have to cross to East Berlin, which is 
where the trading-post that became Ber- 
lin was set up in 1237 on the river Spree. 
On their side of the wall, West Berliners 
seem happy enough just to be hosting the 
biggest street-party in Europe. 


Sweden 


The new guard 
Stands to arms 


FROM OUR NORDIC CORRESPONDENT 





Fresh faces are coming to Sweden's poli- 
tics in a rush. The country’s Moderate 
(which means conservative) party has 
chosen as its new leader Mr Carl Bildt, a 
sharp-edged 37-year-old who is not fright- 
ened to challenge Stockholm’s conven- 
tional wisdom. Since last December, new 
leaders have taken over three of the five 
parties represented in the Swedish parlia- 
ment. The change seems to be a good 
thing. One of the country’s elder states- 
men, Professor Gunnar Heckscher, a for- 
mer leader of the Moderates, claims that 
the unusually bitter atmosphere which 
pervaded Swedish politics over the past 


Oh deer 
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Rudolph the Red-Nosed Reindeer may 
have an unusual glow to his nose this 
Christmas, if his summer home is in 
those areas of Norway and Sweden con- 
taminated by radioactive fall-out from 
the Chernobyl disaster. Local experts 
think that up to a third of the animals 
killed in this year’s autumn season will 
be unfit for human consumption. That is 
tough, but not absolutely disastrous, for 
the Lapp people of sub-arctic northern 
Scandinavia. 

About 30,000 Lapps and 200,000 herd- 
ed reindeer live in Norway and 17,000 
Lapps and 250,000 reindeer in Sweden, 
where some 40,000 wild reindeer are also 
preserved for hunting. In both Norway 
and Sweden something over 2,000 Lapps 
make their living from reindeer-herding. 
They are no longer nomads; although 





decade has now evaporated. 

After the (still unexplained) murder o) 
Olof Palme in February, the ruling Socia 
Democrats’ leadership and the office oj 
prime minister passed to his deputy, Mı 
Ingvar Carlsson, a man with a less flam- 
boyant style and less addiction to wound- 
ing rhetoric. There had long been ¢ 
personal antagonism between Palme anc 
Mr Thorbjörn Fälldin, who led the Cen- 
tre party from 1971 until he was made tc 
resign last December. Mr Fälldin, a staid 
and sober sheep farmer, was the exact 
opposite of the ebullient Palme, and they 
came to dislike each other intensely. 

Mrs Karin Söder, who took over from 
Mr Fälldin and was confirmed as leader at 
a Centre party congress in June, is a 
former social affairs and foreign minister. 
Between her and Mr Carlsson there is no 


hostility. The chances of ocial Den 





between her party and his Social 
cratic minority government are thus i 


some do follow the herds to the summer 
pastures (where they also entertain the 
tourists), all have permanent, hard- 
roofed homes where they spend the cold 
months, comparatively in the Lapp of 
luxury. Each year they slaughter 60 000- 
80,000 animals, whose lean dark meat 
has a specialised market, 

In the late 1950s, the Lapps and their 
animals were exposed to high doses of 
strontium-90 from Russian nuclear tests, 
The Chernobyl fall-out, mostly of caesi- 
um-137, is about 50 times as high. The 
1950s fall-out seems to have had no 
measurable effect on the Lapps’ health. 
This year’s exposure lasted a much 
Shorter time, but reindeer moss may 
prove to have been very efficient at 
capturing caesium from the atmosphere, 
so the after-effects of Chernobyl could 
be long-lasting. 

Sweden and Norway are taking no, 
chances. The World Health Organisa- 
tion says there need be no restrictions on 
eating food with radioactive levels of 
under 2,000 becquerels per kilogramme. 
Sweden has set an upper limit of 300 
becquerels per kilogramme, Norway of 
600. Some reindeer in Norway have 
registered 40,000 becquerels; but the 
average in the Norwegian affected areas 
is probably nearer 10,000, and in Sweden 
it is much lower. 

As for the Lapps, restrictions on sales 
of the meat will hurt their traditions 
worse than their incomes. About one- 
third of them still speak their ancient 
language, which is of the Finno-Ugrian 
family, originating in central Asia’ Its 
vocabulary is not extensive, and a re- 
markably large proportion of its words 
refer to reindeer and products derived 
from them. Now the Lapps’ govern- 
ments have promised to buy up the 
uneatable dead animals, which will very 
likely end up as food for mink. 





proved. Mrs Söder has shown caution 
about getting too closely aligned with 
Sweden’s other “middle party”, the Lib- 
erals, whose leader, Mr Bengt Wester- 
berg, is more inclined towards co-opera- 
tion with the conservative Moderates. 

Mr Bildt, who is to be formally in- 
stalled as the Moderates’ leader later this 
month, will be the youngest of the party 
chiefs. He succeeds Mr Ulf Adelsohn, a 
colourful politician who resigned in June, 
having failed by a narrow margin to lead 
the non-socialist parties back to power in 
last September's election. 

The new conservative leader is as lucid 
a thinker as Palme was, although his 
debating style is drier. Mr Bildt often 
enraged the former Social Democratic 
prime minister by attacking his handling 
of foreign affairs and defence, and in 
be in one of the most extraordinary 






idents in the Palme administration, the 
ole cabinet signed a statement that 
branded him as a liability for Swedish 
foreign policy. 

Mr Bildt was a member of the all-party 
commission of inquiry which found in 
1983 that there was clear evidence of 
intrusions into Swedish waters by Soviet 
submarines. Soon afterwards he visited 
the United States. Although his meetings 
there with American naval and intelli- 
gence officials were arranged by the 
Swedish embassy, and although the com- 
mission’s report had already been pub- 
lished, the Social Democratic govern- 
ment denounced his activity in 
Washington as, it claimed, endangering 
Swedish neutrality. This denunciation 
failed to impair his career. There are, 
indeed, those who say that it was the 
making of Mr Bildt. 


urope and South Africa 
r, take that 


If the South Africa problem has aroused 
real passions in Britain, it has left many 
other European countries pretty unruf- 
fled. The slowness of Western Europe's 
slide into economic sanctions in part 
reflects public apathy about taking the 
stick to President Botha’s government. 
Only the Scandinavians, with the Danes 
to the fore, are convinced Botha-beaters. 
The Dutch, first cousins of the Afrika- 
ners, are almost convinced. 

Whére Europeans do worry about 
South Africa, they often seem to be 
confused what to do about it. That is 
plainly the case in Britain. According to 
recent polls, more than half the British 
feel that Mrs Thatcher’s policy on South 
Africa should be tougher (and two-thirds 
sympathise more with South Africa’s 
blacks than with its whites); yet solid 
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Make up your minds 


majorities oppose bans on air, sports or 
general trading links with South Africa. 

Mrs Thatcher’s own opposition to sanc- 
tions, and her isolation within the Com- 
monwealth, have helped to make South 
Africa the focus of vigorous debate in 
Britain. This was in any case predictable 
in view of Britain’s ex-imperial links and 
the fact that it is still one of South Africa’s 
foremost trading partners. Yet in West 
Germany—now a slightly bigger trading 
partner than Britain, though not nearly as 
big an asset-holder—opinion seems rela- 
tively unmoved, 

Another reason for the cautious ap- 
proach of the West German chancellor, 
Mr Helmut Kohl, is the powerful influ- 
ence in his conservative coalition of the 
Bavarian premier, Mr Franz Josef 
Strauss, who is strongly opposed to sanc- 
tions. German businessmen seem to 
share that view; they argue that scrupu- 
lous respect for the EEC’s code of business 
conduct in South Africa (rules aimed at 
barring job and pay discrimination 
against blacks) will in the long run have a 


Tit for tax 


Since entering France’s National Assem- 
bly for the first time in March, the 
extreme right-wing National Front has 
had a lean time. The cranky proposals of 
its 34 deputies on law-and-order and 


immigration got nowhere. It has now 
shown ingenuity. In it first successful 
initiative, the Front persuaded parlia- 
ment on August 11th to put blue films in 
the service of French culture. 

The Front’s aim was to help local 
museums across the country by giving 


EUROPE 


better effect than sanctions. 

Switzerland is as unshakably opposed 
to sanctions as ever: neutrality, the Swiss 
claim, requires it. Moreover, Switzerland 
is the main international processing point 
for South African gold, which it refines 
and re-exports. The anti-sanctions princi- 
ple has not been undermined by Swiss 
anger over the imprisonment in South 
Africa of two Swiss pastors. Nor is there 
much excitement about South Africa in 
Italy, Spain or Greece. And France is a 
less vigorous foe of President Botha now 
that Mr Jacques Chirac’s conservatives 
have replaced the Socialists in govern- 
ment. None of these nations has its own 
deep emotional stake in the problem; 
opinion is not touched on the raw. 

The anti-apartheid cudgel is borne by 
Denmark, which has shown far more zeal 
in the matter than its EEC partners. Brit- 
ain and West Germany willing, the EEC 
could go ahead as soon as next month 
with its plan—tentatively agreed upon in 
June—to ban imports of coal, iron, steel 
and Krugerrand gold coins from South 


them tax breaks on art grants and dona- 
tions. But how to make up for the loss to 
the treasury? Its solution was to make 
the booming pornography industry pay, 
with an increase in the value-added tax 
on lewd films, cassettes and magazines. 

At first, the conservative government 
opposed the idea. But when it came to 
the vote, government supporters felt 
easier backing it than rejecting it. Por- 
nography will not be ruined by the 
Front’s attentions. The value-added levy 
on the industry is already the highest in 
France, and previous increases have not 
stunted its growth. 
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Africa, and to halt new investment there. 
Community members reconfirmed their 
ban on arms sales and withdrew their 
military attachés from Pretoria almost a 
year ago; all have cut out representative 
sports links with South Africa. 

Dissatisfied with such measures, Den- 
mark launched a total trade boycott of 
South Africa in June (despite its reliance 
on South Africa for 30% of its coal 
imports). Norway promises to follow suit 
when its parliament reconvenes in Octo- 
ber, and Sweden’s government, though 
cautious about passing laws that go so far, 
urges its companies to cut off trade. No 
Scandinavian politician who values his 
career can afford to split straws about 
South Africa; subtlety is wimpishness, it 
seems, and is incompatible with the Nor- 
dic tradition of support for freedom 
movements in Africa. 

Holland is conscious of its special posi- 
tion. Since the Afrikaners are mainly 
Dutch in origin, the modern Dutch retain 
ties of family, language, church and busi- 
ness with white South Africa. So there is 
more than a trace of guilt in Holland's 
desire to punish the Botha government 


Europe's trade with South Africa 
1985 imports Share of 





+ exports total trade 

$m % 
W. Germany 2,775 0.8 
Britain 2,562 1.2 
Italy 2,175 1.3 
France 1,030 0.5 
eremo 532 0.5 
Hol 367 0.3 
Spain 304 0.6 
Switzerland 271 0.5 
Denmark 218 0.6 
Sweden 154 0.3 
Source: IMF 


(as there is in so many Dutch responses to 
life). The Dutch say they will impose 
sanctions unilaterally if the EEC fails to 
take further action. Yet their concern has 
not so far led them to halt new business 
investment in South Africa, a move which 
the French, though less radical than the 
Dutch in their approach, took of their 
own accord last year. 

Britain, West Germany and Italy, 
which has been taking 50% of its coal 
imports from South Africa, would be 
shooting themselves in the foot by halting 
trade with South Africa. But even for 
them it would only be a graze. There is 
not a country in Europe that does more 
than 1.3% of its total foreign trade (gold 
excepted) with South Africa, and in Den- 
mark’s case it is a mere 0.6% (see table). 
By contrast, the combined effect on 
South Africa of a European trade boy- 
cott, though derided by Mr Botha, could 
be much more severe. Well over half of 
South Africa’s trade, imports plus ex- 
ports, is done with Western Europe. 
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North-south: Italy 


The mending of the Mezzogiorno 


Europe is divided in more ways than most 


ple think. It is not just a 


continent of two halves and 30-odd nations. The divisions within 
European countries can be as revealing—and sometimes as worrying— 
as those between them. We are asking our correspondents to look at 
the north-south (or, where appropriate, east-west) anatomy of the main 
European countries. First, a report from our Rome correspondent 


When the Turin-born painter 
and writer Carlo Levi was 
exiled by Mussolini to the 
south of Italy he found such 
poverty that he concluded, in 
the disconsolate book he 
wrote on his return from the 
village of Aliano, that 
“Christ stopped at Eboli’’. A visitor to 
Aliano today will find no trace of the 
hunger, malaria and typhoid which once 
plagued its inhabitants. People in the 
south of Italy live much as they do in the 
rest of the country. Television has blurred 
the once distinctive dialects. But a divi- 
sion remains, and is recognised by the 
government, which continues to give tax 
breaks to encourage investment in the 
Mezzogiorno (see map). 

Although the south has got much richer 
since Levi saw it, it is still a lot poorer 
than the north: the average income of the 
20m southerners is only about 60% of 
that of the 37m people in the rest of Italy. 
The north-south divide has a political 
colour, too. The Communist party is 
strongest in the industrial north; the 
Christian Democrats dominate the south. 
One of the government jobs the Christian 
Democrats like to keep for themselves is 
that of minister for special projects in the 
Mezzogiorno. 

The problem of a relatively backward 
south is as old as the unification of Italy, 
but no great effort was made to help the 
Mezzogiorno until the new Italy’s first 


Mama mia, as they say in Palermo 
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prime minister, Alcide de Gasperi, visit- 
ed it in 1948. In the 25 years which 
followed, the government poured re- 
sources into the south, building hospitals, 
schools and motorways. During the same 
years some 4m southerners migrated 
north in search of jobs. 

Already in the nineteenth century mi- 
gration, both external (mainly to t 
Americas) and internal (to northern a 
central Italy), had helped to relieve pov- 
erty in the Mezzogiorno. But the trickle 
from south to north became a flood in the 
1950s and 1960s. The main exodus was 
from the rural areas of Basilicata, Molise, 
Calabria and Abruzzi. In 1975 the mayor 
of Turin described his city as “the biggest 
town of the Mezzogiorno”. 

The pattern of migration changed sud- 
denly when the oil crisis gave Italy a bad 
jolt in the mid-1970s. Since then, more 
Italians have been returning to the Mez- 
zogiorno from abroad than have been 
emigrating from it. Within Italy, too, the 
exodus from south to north began to tail 
off in the 1970s. In some recent years 
there has even been a reverse migration: 
more Italians have moved to the Mezzo- 
giorno than have left it. With the spread 
of automation in the north, plus some 
closing of factories, southerners who had 
gone north for work have been returning 
home. 

One result has been to push up popula- 
tion growth in the south. Migration is now 
reinforcing the “natural” increase of the 














south’s population, not subtracting from 
it. The birth rate in the Mezzogiorno has 
declined steadily over the past 30 years, 
but it is still distinctly higher than in the 
rest of the country: 1.4% compared with 
0.9%. So, while the population of the 
centre-north has been falling since 1980, 
that of the south has continued to grow. 

The economy of the Mezzogiorno is 
feeling the strain. Until the mid-1970s, 
the gap between north and south in 
average incomes had been narrowing 
steadily. Over the past ten years, to the 
alarm of economists and politicians, it has 
once more been widening. Last year, for 
example, economic growth in the Mezzo- 
giorno was slightly higher than in the rest 
of Italy (2.8% against 2.2%), but the 

vantage was cancelled out by demogra- 
B: the population increased by 0.5% in 

e south, but shrank by almost 0.2% in 
the centre-north. 

Large areas of the Mezzogiorno have 
missed out on Italy’s economic recovery 
over the past two years. While unemploy- 
ment has eased somewhat in northern 
Italy, it has continued to worsen in the 
south. According to one estimate, nearly 
29% of the potential workforce in the 
south (including people who would like to 
work but do not register as unemployed) 
is out of work, compared with 13% in the 
rest of Italy. 

These figures are contained in an annu- 
al report on the Mezzogiorno published 
last month by SVIMEZ, an independent 
association set up 35 years ago to provide 
information for the development of the 
south. Its chairman, Mr Pasquale Sara- 
ceno, is an authority on the Mezzogiorno 
and a champion of its cause. 

The economy of northern and central 
Italy, Mr Saraceno recently told an audi- 





Divided Italy 
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ence of bankers and politicians in Naples, 
has turned its back on most of the south. 
Automation and other new technologies, 
he says, have made it less attractive for 
companies to invest in the south, where 
communications are still poor and high- 
tech skills very rare. Mr Saraceno would 
like government investments and incen- 
tives to be directed at improving local 
services such as roads and telephones. He 
also believes that a big programme of 
restoration would help to create jobs in 
crumbling cities like Palermo and Naples, 
which have the highest unemployment 
rates in Italy, and that more could be 
done to develop tourism in the south. 
Local politicians and economists no 
longer believe that the answer to the 
south’s relative backwardness is to build 
huge steel mills and chemical plants in the 
rural wastes of Calabria and Sardinia. 
Empty “cathedrals in the desert”, as 
Italians call them, now stand as monu- 
ments to the feckless spending which 
marked too many past governments’ poli- 
cy towards the Mezzogiorno. But past 
governments did at least have a policy. 
There is uncertainty today as to how the 
government intends to spend the 120,000 
billion lire ($84 billion) which have been 
allocated for development projects in the 
south over the next nine years. 
Everybody agrees on one point: the 
decisions will have to take into account 
the growing differences in economic per- 
formance between the various regions of 
the south. One reason for the poor per- 
formance of some regions is organised 
crime—the Mafia in Sicily, the Camorra 
in parts of Campania, the so-called 
N’drangheta in Calabria. Criminal gangs 
in these areas have scared off business- 
men. They extract protection money 
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Main parties’ share of votes cast at last general election’ 
11983 for chamber of deputies 


from factories and farms, while forcing or 
buying local politicians into collusion. 

The regions of Molise and Basilicata, 
on the other hand, have shown how 
progress can be achieved in equally poor 
areas which are free from the Mafia and 
its mainland cousins. Economic growth in 
little Molise is now, along with that in 
Abruzzi, among the fastest in Italy. Both 
areas, of course, have been helped by 
their relatively easy access to Rome and 
the markets of central Italy. 

The Adriatic coast from Pescara down 
to Bari is another area of rising prosperi- 
ty. Bari itself has a busy trade with north 
Africa and the Levant. Small and not-so- 
small industries now cluster round Bari, 
which is also the capital of the agricultur- 
ally rich Apulia region. Its citizens are 
proud of their opera, which they say can 
compete with Naples, and of their mod- 
ern-art fair. The boast of the town, how- 
ever, is Tecnopolis, a science park and 
research centre which is being developed 
by Bari University and companies like 
Olivetti. Is this the look of the future for 
the Mezzogiorno? 


Hungary 


No conflict, please, 
we're communist 


One of the biggest challenges facing the 
Soviet Union and Eastern Europe in the 
coming years will be to see if they can 
follow the West into the twenty-first cen- 
tury without the cries of economic agony 
which are accompanying the process in 
the West. The communists say they want 
to use resources more efficiently, and 
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FROM OUR MIDI CORRESPONDENT 





Hillsides z are ablaze once more along the 
French Riviera nd the Spanish Mediter- 
g the locals and enter- 
iakers who enjoy watch- 
aplanes scoop up water 
tover incandescent p 












































f fee eied passionate arguments over 
vho caused them. The locals blame 
‘tourists unused to flammable terrain: the 
tourists blame locals who neglect their 
- woodlands; the firefighters blame both, 
and the weather. 

So far this year 29,000 hectares of 
scrub and forest in France and 160,000 
hectares in Spain have gone up in smoke. 
Fire damage varies from year to year. 
Hot dry summers, weathermen say, 
_ bring forest fires and fiery wines. Winds 
F make e things worse. Few fires are started 


urr from the moketa industries of 
the past to the high-tech ones of the 
future. The western experience is that the 
price of these changes tends to be some 
pen conflict and a lot of unemployment. 

he communists are not yet prepared to 
_accept either. Can they really get trimmer 
_ without trauma? 

: -Hungary is now getting a small taste of 
the conflict-to-come. This week, steel- 
union leaders met to discuss government 
plans to slim down the industry; there is 
: lk of uroducing sin retirement. And 

Hur 


Aea while ee oupa 
: vith mines—will sound familiar to 















ave. risen. On ais 17th, the gov- 
ent approved a plan to wipe out the 
try’s losses by 1990, while keeping 
| output at last year’s level of 24m 
onnes. Longer working hours for miners 
to be introduced this year. The plan 
Iso. envisages the eventual closure of 14 
he country’ 8 36 pits. 

The miners were not pleased. Over the 
ast three weeks, according to reports on 
3udapest radio, more than 700 of them at 
Sorsod and Tatabanya have “resigned”. 
ir jobs do not seem to have been at 
: miners from closed pits are to be 
leployed in profitable ones. But they 
e cl arly angry and Suspicious about 
| tenti 

















by “nature”. Most are caused by the 
carelessness of smokers, picnickers and 
farmers whose bonfires get out of con- 
trol. Some are the work of unscrupulous 
land speculators or vandals. The Spanish 
police say a recent fire in Cadiz province 
may have been started as a diversion by 
fugitive drug-smugglers. 

Until the 1960s, villagers habitually 
cleared hillsides and forests of under- 
growth and dead wood, using it for fuel 

or to make charcoal. Since then the 
exodus from the land has left too few 
people to do the job, and the number of 
tourist potential arsonists has grown. 

Publicly-owned forests are relatively 
well tended. But much private woodland. 
has become an impenetrable fire hazard, 
even though local authorities are em- 
powered to have such land cleared. Ma- 


industry minister, Mr Laszlo Kapolyi, 
appeared on television on August 5th to 
smoothe things over. It was not a ques- 
tion of closing things down, he said, but 


of “restructuring”: half of the 14 pits were 
near to being exhausted, the other half. 


would be given the chance to eliminate 
their losses by 1990. 

The miners had made their point—and 
shown their muscle. The communist take- 
over, after all, was made in the name of 
industries such as theirs, and some lead- 
ing communists still go moist-eyed when 
talking about them. Which is one reason 
why taking Eastern Europe into the twen- 
ty-first century will be so difficult. 


EEC: trade 
A tang of peace 


FROM OUR BRUSSELS CORRESPONDENT 





The spaghetti-and-lemons war is over, at 
least for now. On August 10th, EEC and 
American negotiators at last agreed to cut 
duties on pasta and citrus products. The 


agreement covers less than 5% of transat- 


lantic farm trade (which is worth $12 
billion a year); still, it is a small but 
welcome contribution to freer trade at a 
time when most deals struck by America 
or its main trading partners are aimed at 
rigging markets or protecting domestic 
producers from foreign competition. It 
should lift the depressed spirits of trading 
nations a bit as they prepare for next 
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_ dents of the affected areas, though a ane oA 


guished. by the damage, grumbled that Ce 
property developers have disfigured 
some stretches of coastline more. perma- f 
ee. than forest. fires. And natu 4 














cover froth their bey an os is 
places they are being planted among the 
vulnerable pin S. tut 


urging their mele to buy. 
engine but a snowplough—because 
streets are covered with snow for a 


reduction in Community duties on a 

range of citrus products from America. 

The Americans had long protested that 

preferential treatment granted b: the EEC 

to suppliers. from Me 
d N 











on olives and 
some cheeses from the Community. 1% 

The Americans have now accepted the- 
EEC’s right to its special arrangements 
with its other citrus suppliers. Although. 
the tariffs on American citrus have been. 
cut by up to 50%, the level of duty is still 
higher than for Mediterranean suppliers; : 
mainly Morocco and Israel. 

The agreement also means the two; 
sides will dismantle penal duties imposed 
on each other. after ea 








mons and walnuts The. 
of whether EEC pasta exports to” 
Ame can are unfairly subsidised or not’ 
remains open. Negotiators in Brussels 
and Washington have given themselves 
another year to untangle that one. 




















month’s meeting in Uruguay which will ‘© 


_. launch new negotiations aimed at libera- 
as lising world trade -within the General 


"ie Agreement on Tariffs and Trade (GATT). 


The juice of the agreement, which still 
: needs: formal approva by both sides, i isa 






















































sourt at Dundalk : 


Jeferred the case for a later hearing, thus 
‘aking away Mr Robinson’s opportunity 
for defiance. But he had made his point, 
which was that the DUP can get along 
perfectly well without its 60-year-old 
leader, Mr Ian Paisley, and rely upon Mr 
Robinson, who is 38, for the spectacular 
nonsenses it loves. Mr Paisley had, for the 

id time this year, be 1 forced to fly 
home from a preachin and fund-raising 
tour in America, to stand in Dundalk 
alongside Mr Robinson and appear (ever 
less convincingly) to be the boss of the 
party he founded. 












ce in the dark before dawn on August 
th, when. he arrived at the head of some 

rs in the tiny village of Clon- 
miles south of Ireland’s 










bscure and unguard- 
den , ay nrk that 


h irish republic on 
August 14th. Wisely, the district justice 


Mr Robinson’s alleged offence took 


onal border, which the 


are reluctant to work with Mr Robinson 
as they have (holding their noses the 


while) with Mr Paisley. Mr Robinson 


thinks that a law-abiding DUP would lose 
touch with hard-line Protestant militants 
and paramilitaries. Losing touch with the 
OUP would be even more damaging, and 
the downgrading of Mr Paisley would risk 


the financial and moral support the party 


has had from his well organised Free 
Presbyterian church. 

A more sinister, because frankly mur- 
derous, ploy came from the IRA, with its 
announcement that it would shoot any- 
body doing business with the security 
forces in the North, ri ther than demand 
the usual. “protection” ‘money. Perhaps 
the republican terrorists were jealous of 
the publicity the DUP has won by its stand 
against the Anglo-Irish agreement, which 
they, too, detest. Co-operation under the 
agreement has improved the flow of in- 
formation reaching the police on both 
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authorised. Procedures for citizens’ c 





sides. of the border. The IRA has los 
several stores of weapons to the security 
forcës; o a pate of people is the 


a peA ER 
the agreement was signé 








would need to fall, and 
season” of 1986 to pass, 
announcement was made 
in me autumn, wi 









and Emblems ‘Act, which “probibite | 
theory) the flyirg of the republic’s trico- 
lour flag north of the border: Street signs 
in the Irish language and script will be 
com- 


beefed up to “mate “th ose nan 
Britain. Police powers to control demo 
strations will be made more democratic. ne 

Unfortunately, there is still disagree- _ 
ment about the continuance of the Di- 























Northern lreland’s 
J _ small 


Northern Ireland's economy looks al- 
ost. beyon: 1 repair. Unemployment, at 
early 19%, is the highest in the United 
Kingdom. ‘Between March 1983 and 
March 1986, while the number of jobs in 
mainland Britain has grown by 2.6%, it 
has fallen by 1:5% in Northern ireland. 
And, once out of a job, the Northern 
Trish are likely to stay unemployed for 
longer (see chart). 

The advocates of an economic cure for 
Northern Ireland have, in the past, want- 
_ edone thing: more public money. Main- 

land British taxpayers now subsidise 
Northern Ireland to the tune of £1.5 
billion a year. Much of the money has 





tor: in mid-1984, 45.9% of those working 
in Northern Ireland did so in the public 
~~ sector, compared with 30.7% in main- 
~ land Britain. Though the growth of pub- 
< lic spending has since tailed off, the cuts 
in the rest of the United Kingdom have 
_ Jargely passed Northern Ireland by. A 
~~ lot of public money has also gone to 
attracting foreign investment. Many of 
- the businesses wooed in the 1970s have 
since closed down. 


Think small 
Attention has now turned to the need to 
encourage existing businesses to expand, 
and new ones to form, within the prov- 
ince itself. The Local Economic Devel- 
< opment Unit (LEDU), which is responsi- 
ble for sponsoring the growth of small 
`> business, has recently seen the number 
Of inquiries rise from around 2,000 a year 
~~ to 1,000 a month. 
a Past attempts at economic regenera- 
tion have had little effect on the pockets 
of mass unemployment from which the 
-Irish Republican Army draws its main 
recruits: like the Catholic ghettoes of 


lock” courts, before which terrorist tri- 
Is in Northern Ireland are conducted. A 
ingle judge hears such cases, even when 
iey involve many ‘defendants, and may 
dmit police evidence by rules much laxer 
han those of the mainland. Even North- 
rn Ireland’s appeal court has found the 
rocedure fallible. In the republic of 
reland the “special courts” for terrorist, 

cases are heard by three judges. 
But the Northern Ireland judiciary is 
trongly resisting the introduction of 
three-judge courts. It says that Ulster’s 
movin nigar not muster sufficient 
Be judge is more 
















gone on sustaining a massive public sec- . 


litical str è bahúot be d saparsied from its economic 
local enterprises could turn revolutionaries into 


West Belfast, where youth unemploy- 
ment is 80%, or the border town of 
Strabane, where the jobless rate ‘is 
52.4% among men of all ages. Unem- 
ployment is not much lower in some of 
the poorer Protestant areas, in which the 
loyalist thugs grow up. 

The province needs schemes which 
build on existing community enterprise, 
such as that run in Londonderry by Mr 
Paddy Doherty. Londonderry is littered 
with the workshops and small businesses 
that Mr Doherty has set up in previously 
dilapidated buildings; within the walls of 
the old city, a little row of Doherty-run 
enterprises includes a library and a drop- 
in centre for young people. Mr Doherty 

_led the Bogside resistance at the start of 
the troubles in 1969, and still has strong 
republican sympathies. That is why there 
was many a chuckle in Londonderry 
when he recently accepted an award 
from the Prince of Wales: Mr Doherty 
has finally become part of the 
establishment. 


Duration of unemployment . Apri 1986 


Northern Great 


ireland —____ Of jobless out Britain 


ot work for: 





Source : Department of Employment 


lish judges, and the idea that they might 
sit with southern Irish judges has been 
dropped by both sides. 

British ministers seem to be wielding to 
these parochial objections, even though a 
reform of the Diplock courts would make 
it easier for foreign (especially American) 
courts to extradite suspects for trial in 
Britain. The Irish government will take a 
failure to announce a solid reform of the 
anti-terrorist courts in October as a sign 
that the British are not serious about the 
Anglo-Irish agreement. 


By then, though, the republic may be 
set for a premature general election. The — agi 
La- British government, scenting a victory for 
i aot - the opposition party of Mr Charles 
rs Haughey; wil be Teluctant, to nisk, antar a 


have pape farnihe their at ention to. 
economic ones too. The first of these was- 
the parents’ group set up in the infamous 
Divis flats in West Belfast by Mrs Sally 
McErmelan, an indomitable lady who 


can neither read nor write but who has a 





more precious talent: she can communi- — 
cate with youngsters so nihilistic and 
alienated that most people would, simply 
give up. 

The Divis group, originally set up in 
response to a spate of glue-sniffing and 
“joy-riding” in stolen cars, spawned first 
an informal drop-in gente » for those 



















banned by the youth. or their bad 
behaviour, thena w and, outside 
the estate its or project, where 


those who used te 
mend them instead. ‘The gr 
its sights set on an old mill no 
the peace line between the Catholic and 
Protestant areas. Mrs McErnelan sug- 
gests that the Falls Road might profit 
from a museum, to take a little money 
off the numerous American well-wishers 
on their tours of “the battlefields”. 
Groups like Mrs McErnelan’s would _ . 
not be as successful as they a arei they p 








aae 
evidence of 
paramilitary. ; 
line on crimes it does not sanction is well- 
known; it was largely in response to the. 


knee-cappings by which the paramilitar- -< 


ies tried to discipline offending youths 
that the parents’ groups were set up. No 
republican heroes are painted on the 
walls of the Divis drop-in centre, but 
pictures of two peace-loving Irishmen, 
Mr Barry McGuigan and Mr Bob 
Geldof. 

Once communities have healed inter- 
nally, they stand. a better chance. of 












bours. As Mr Jacki Hev : 
on similar projects in Protestant area, 
puts it, once yop stop looking for peace 


gonising him by appearing to help his 
opponent. The political obstacles to the 
effectiveness of the agreement are still 
more formidable than the hostility of 


either Mr Robinson or the IRA. 


sizewell_ 














































































Local lads need local enterprise 


and start tackling the social and econom- 
ic problems within the community, “all 
of a sudden you get peace breaking out.’ 
Mr Hewitt can prove his point: the 
young people he works with showed such 
improvement that he took them to 
France, where he could watch with plea- 
sure their genuine astonishment, as they 
walked down the Champs Elysées on 
July 12th, that there are no marches in 
France to commemorate the Battle of 
the Boyne. 


World apart 
Last year Mr Nicholas Scott, one of Mrs 
Thatcher's Northern Ireland ministers, 
set up a special committee (and provided 
it with £20,000) to deal with the parents’ 
groups in West Belfast that fall uneasily 
between the various statutory boards— 
education, youth service, and so on— 
which run Northern Ireland's affairs. 
i Small local groups challenge the policy 
the government has pursued since 1969, 
of replacing sectarian local government 
with province-wide bodies. The joint 


nuclear power in Britain for a generation. 
He probably will not. The signs are that 
Sir Frank will endorse both the CEGB’s 
case for building the Sizewell PWR and (in 
broad terms, though subject to several 
detailed conditions) the particular design 
and safety features of the station for 
which the CEGB’s engineers have opted. 
That would leave the government with 
a dilemma. If it sanctions the £1.3 billion 
project (and therefore, by extension, the 
four or five other PwRs that the CEGB says 
it wants to build), it risks alienating 
voters. But to shelve or kill Sizewell 
would be a blow to the government's self- 
esteem. Mrs Thatcher's cabinet took the 
decision in principle to build a PWR back 
in 1979. It i is ee roming enough that, 








local authority/private sector enterprise 
agencies, which have played a useful part 
in promoting small businesses in main- 
land Britain, have never been strongly 
encouraged in Ulster. Now a firm of 
chartered accountants, Coopers & Ly- 
brand, in a special supplement to their 
latest report on the province, suggest the 
setting-up of task forces, of the kind 
established in English inner cities. 

But building an “enterprise culture” 
will call for social change, too. Northern 
Ireland suffers, even more than the other 
poor regions of the United Kingdom, 
from an “employee culture”; people are 
used to working either for the state or for 
y psoas family-owned businesses. It 

deeply conservative society, retain- 
ing social values and traditions that 
would be out of place in either Britain or 
the Republic of Ireland: witness the lack 
of “gentrification” of inner Belfast's 
lovely old warehouses, which owes 
something to the fact that Northern 
Ireland’s smart set wants to remain in the 
suburbs. 

This conservatism is a fertile breeding 
ground for the province’s old, in-grown 
hatreds. Northern Ireland needs not just 
more indigenous businesses, but the kind 
of small foreign investors who can open 
the province up to the outside world in a 
way that the multinationals’ branch fac- 
tories of the 1970s never did. One of the 
things which makes Northern Ireland 
odd to the outsider is the virtual absence 
of black and brown immigrants. The few 
who are there have generally prospered; 
others who bring jobs with them would 
be welcomed. 

One of Belfast's most successful Asian 
businessmen is Mr Diljit Rana, who has 
renovated a large area of Belfast's city 
centre, and plans to open a new hotel. 
He has just launched a drive to attract 
more Asian businessmen to Northern 
Ireland. What more welcome sight could 
there be in Belfast's troubled ghettoes 
than small Asian shops and businesses 
setting up, their owners having not the 
slightest interest in the religious tribe of 
their customers? 


since then, France has built 37 PWRs. 

The government has lots of excuses to 
dither. Like cheaper energy prices: if they 
were to last into the 1990s, they would 
undermine the economic case for building 
nuclear rather than coal- or oil-fired pow- 
er stations. An oil price of $10 a barrel did 
not feature in any of the CEGB’s forecasts 
at the inquiry. Or there is Chernobyl. The 
Russian disaster happened after Sir Frank 
had finished hearing evidence. Planning 
law gives Sir Frank no authority to pro- 
nounce on its relevance to Britain’s nucle- 
ar plans. But a government intent on 
delay might plausibly call a moratorium 
while the industry's claim that “it could 
never happen here” is explored. 

The government shows few signs so far 
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of yielding to such temptations. The ener- s 


gy secretary, Mr Peter Walker, has re- 
peated his promise that the government 
will give its verdict on Sizewell as prompt- 

ly as possible once the Layfield report has  __ 
landed on his desk. i 

Mr Walker is no political innocent. He 
seems ready to gamble that nuclear power 
will not prove quite the vote-loser that 
many (including several Tory MPs) as- 
sume. Since Chernobyl, he has been ' 
making more pro-nuclear noises than 
_ ever.)In May, he donned his gumboots to 
tramp enthusiastically round the Sella- i 
field nuclear-waste reprocessing plant. In 
June, he made a long and well-trailed 
speech asserting that for the West to 
abandon nuclear power just because of 
what happened at Chernobyl would bea 
costly mistake. Delay would fool nobody: i 
the electorate already perceives the Con- 
servative party as more attached to nucle- 
ar power than the opposition. 

Nobody knows how lasting and how 
potent the political impact of Chernobyl 
will be. The hostile reaction which 
showed up after the accident in regular 
opinion polls carried out by the nuclear 
electricity industry has now moderated 
slightly. More (45%) are still opposed to 
nuclear power than in favour of it (37%). 
The views of the remaining “don’t 
knows” may be influenced by what the 
Russians say when they go to Vienna at 
the end of this month to give the Interna- 
tional Atomic Energy Agency their de- 
tailed technical account of what went 
wrong at Chernobyl. How successful they 
are in convincing western experts that 
Chernobyl stemmed from avoidable hu- 
man error could be as important to 
Sizewell’s future as the Layfield report. 
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Bookmakers 
A two-horse race 


For once it is the bookies who are having l 


a flutter. Britain’s four biggest bookmak- 
ers have banded together and signed a 
£26m deal with British Telecom to set up 
a private satellite television network for 
betting shops. This is risky: the Race- 
course Association (RCA)}—owner of — 
Britain’s 59 horse-racecourses—is shying _ 
at the prospect and has not yet agreed to 
let the bookies televise its races. 

Talks between the bookies and the RCA 
have been going on for months. There is 
little love lost between racecourse owners 
and bookies. The RCA’s preference was 
probably that the contract for transmission 
should go to Racing & Sports Television— 
a rival consortium consisting of Cable & 
Wireless, Mercury, Extel and GEC. Ever 
since off-course betting was legalised in 
1960, the racecourses have been losing 





Y 
As seen on the screen 


punters. With attendances now down to 
3.7ma year, few of the 59racecourses make 
much profit. They scrape by thanks to a 
levy on horse-race-betting turnover, which 
yielded £23m last year. 

The four big bookies are Ladbroke, 
William Hill, Mecca and Coral; between 
them they own one-third of all betting 
shops and handle more than half of the 
punters’ £3.5 billion-a-year off-course 
bets. They have come together to set up 
Satellite Racing Development (SRD) to 
exploit a change in the law. An amend- 
ment to the Betting, Gaming and Lotter- 
ies Act, which came into force in March, 
allows bookies to brighten up their shops 
by offering seating, snacks and live televi- 
sion coverage of sport. Ladbroke Racing, 
for one, plans to spend £14m over the 
next three years to jazz up 1,500 of its 


No moor, no more 


In the middle of the nineteenth century, 
three things. happened to Scotland. 
Queen Victoria bought Balmoral, the 
trees and people were cleared from the 
hills to make way for sheep, and the 
breech-loading gun was invented. The 
result was that red grouse thrived and 
shooting them became fashionable. But, 
witness this week's less-than-spectacular 
fusillade from the moors on the “‘Glori- 
ous Twelfth” of August, grouse and their 
executioners are in trouble. 

The number shot in a season still runs 
to nearly 500,000. The best moors are 
those on the Pennine Hills, in northern 
England, where grouse are almost as 
numerous as ever. But Scotland now 
harvests only one-fifth as many grouse as 
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shops. SRD’s satellite network will need a 
capital investment of at least £50m. 

The stakes are high, but so might the 
winnings be. The bookies think that the 
punters will prefer to bet on what they 
can see. Live television coverage could 
boost betting on greyhound racing, which 
now accounts for 17% of off-course bet- 
ting. That share has risen since bookmak- 
ers started paying greyhound racetracks 
to put on more races. SRD is talking to 
racecourse owners in the Irish Republic. 
Live coverage of—and betting on—horse 
races in France is feasible. 

One way or another, live television 
coverage in betting shops will transform 
British betting. If SRD is allowed to tele- 
vise British horseracing, the power of the 
big four bookies will grow. Some cynical 
punters do not like the idea of the bookies 


controlling the flow of information from 
racecourse to betting shop. If the contract 
goes elsewhere, SRD will bite the bullet 
and try to wean the punters off British 
horseracing. In theory, there could be 
two networks feeding pictures into the 
bookmakers’ shops—Racing & Sports 
Television showing domestic horseracing 
and SRD showing everything else. Possi- 
ble, but unlikely. The Racecourse Associ- 
atidn and SRD probably need one another 
too much to let wrangles over fees, equity 
stakes and the traditional mutual suspi- 
cions come between them. Wise money is 
on SRD. 


Gurkhas 


Small skirmish, big 
row 





On the night of May 25th, following an 


-end-of-exercise party in Hawaii, a compa- 


ny of Gurkhas roughed up two of its 
officers. A few days after the fight, the 
exercise with American soldiers and ma- 
rines having finished, it was flown back to 
its base in Hongkong. An investigation 
was held; virtually all members of the 
136-man company were interviewed; to a 
man they refused to say who had done the 
rough stuff. The battalion commander 
recommended that the men be dis- 
charged, and the Commander Gurkha 
Field Force, a brigadier, did so: 111 of 
them were shipped back to Nepal. 

The fight in Hawaii was not unique— 
similar things happen in all services of all 
countries. But the King of Nepal is con- 
cerned about the discharge of so many 
men at once, and several members of the 
Nepalese parliament have attacked t 
British decision. 

The Gurkhas have been recruited from 





it did 12 years ago, and many fewer than 
in its heyday between the wars. 

Dr Peter Hudson of the Game Conser- 
vancy has uncovered some of the reason 
for the decline, In the 1970s, he says, 
grouse did not rear enough young each 
year; the cause of that was an increase in 
parasites (mostly “strongyle’’ round- 
worms that live in the gut); now, al- 
though fecundity has recovered, rates of 
survival through the winter have not. Dr 
Hudson is trying to find out why, but the 
finger of suspicion points at predators— 
foxes and birds of prey—whose numbers 
have increased. 

Predators have been aided by the 
increase in forestry (which brings them 
refuge and mice). Forestry in turn has 


been aided by the decline of grouse 
shooting. Scottish landowners (though 
not English) pay £10 per brace a year in 
sporting rates, and still more on game- 
keepers’ wages. So they have cut back on 
gamekeepers (Scotland now has one per 
12,000 acres, compared with one per 
3,000 acres on English moors), which 
means fewer grouse and more reason to 
sell their moors for forestry. As the 
moors recede, so does other moorland 
wildlife, such as curlews and blue hares. 

Each brace of grouse shot is wotth 
about £550 in the capital value it adds to 
the land, so landowners have been 
tempted to sell lest the grouse decline go 
further still. West Perthshire, where the 
Maharaja of Kashmir and his guests used 
to shoot 1,000 grouse in a day, now holds 
Western Europe’s largest man-made 
forest. 
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BRITAIN 


Bricks and money 


it has never been easier to borrow money to buy a house: banks and 
building societies are falling over themselves in their eagerness to lend. 
The spree is starting to worry some lenders 


Gone are the days when house buyers 
were forced to queue up and beg for a 
mortgage. Now they are being vigorous- 
ly pursued by lending institutions. In the 
first seven months of 1986, building 
societies lent a net £10.7 billion to house 
buyers—34% more than in the same 
period of 1985. Their net new commit- 
ments rose even faster, by 54%. 

Building societies in turn are facing 
exuberant competition from banks, in- 
surance companies and American- 
backed mortgage companies. Last year, 
the banks almost doubled their share of 
the mortgage market to 22%—though 
this was below the peak of 36% in 1982. 

The battle for market share has result- 
ed in a much better deal for borrowers: 
interest-rate premiums on big loans and 
endowment mortgages have been abol- 
ished and lending criteria have been 
relaxed. Mortgages of 100% of purchase 
price have become increasingly com- 
mon; in the first quarter of this year, the 
average amount advanced by building 
societies to first-time buyers was a record 
86% of the value of the property, com- 
pared with 74% in 1980. Loans were 
once restricted to 2} times a borrower's 
income. Now a multiple of 3 is standard 
practice, and loans of 34-4 times income 
are being offered by some financial 
institutions. 

This permissiveness may lead some 
house buyers to take on bigger mort- 
gages than they can afford. For example, 
if a married man earning £12,500 a year 
(the average income of a building-society 
borrower) takes on a mortgage of 34 
times his income—about £44,000—then 
his monthly mortgage payment of £369 
absorbs more than half of his disposable 
income (after tax, national insurance and 
pension contributions). This leaves the 
couple with only £334 to live on for the 
month; and with no cushion if interest 
rates rise. 

The more thoughtful lenders are be- 
ginning to worry. Last week, the chair- 
man of Barclays Bank, Sir Timothy Bev- 
an, called for more restraint in lending to 
individuals; this week, the chief execu- 
tive of the Nationwide Building Society, 
Mr Tim Melville-Ross, said that building 
societies had begun to lend to people 
who cannot afford to be owner-occupi- 
ers. There are already signs that house- 
purchasers are becoming over-stretched. 
The Building Societies Association’s lat- 
est figures show that by this June 66,930 
mortgages were more than six months in 
arrears—almost 1% of the national total 
and almost twice as many as two years 
earlier. In the first six months of 1986, a 
record 10,630 households had their 
homes repossessed by the building soci- 
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eties—a 44% jump on last year. Some of 
the rise in arrears reflects high unem- 
ployment, but looser lending criteria are 
increasingly to blame. 

Households are not only taking on 
bigger mortgages; they are also borrow- 
ing hand over fist to buy cars and con- 
sumer durables. According to the Bank 
of England, the ratio of the total 
outstanding debt of households to their 
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Home, valuable home 


incomes increased from less than 40% in 
1979 to more than 65% in 1985 (see 
chart); it will have risen further this year. 

These figures do not show that people 
are getting deeper into hock. Many 
households are both debtors (their mort- 
gage) and creditors (bank deposits and 
life-assurance funds); indeed they are 
becoming increasingly sophisticated in 
their money-management. Households 
have continued to accumulate financial 
assets rapidly during the past few years. 
Their financial assets still easily exceed 
their liabilities, 





Those whose assets include a house 
have seen its value soar. According to 
figures from the Halifax Building Soci- 
ety, average house prices throughout 
Britain rose 14% in the year to July; in 
London, prices jumped by 22%. How far 
is the rapid rise in mortgage lending 
responsible for this? 

Not much, says the Building Societies 
Association. And indeed it is hard to 
find a strong statistical correlation be- 
tween the two variables. One reason is 
that a lot of mortgage lending does not 
go into house purchase. The Bank of 
England reckons that in 1985 a third of 
the money originally lent to buy homes 
leaked into other spending—on cars and 
stereos, for instance. In 1984, this leak- 
age was probably almost 45%. 

The main driving force behind house 
prices—at least during the past 18 
months—has been the rapid growth in 
real earnings. Over the past year, work- 
ers needed oniy a 0.6% rise in wages to 
maintain their real after-tax incomes; 
during that period, the average worker 
has enjoyed a 74% rise. 

With house prices outpacing the 
growth in earnings, the ratio of average 
house prices to annual earnings has now 
almost regained its long-term average of 
3.5, though it is still well below the peaks 
of 4.95 in 1973 and 3.82 in 1982 (see 
chart). This might suggest that house 
prices could have some way to rise yet: 
they need to rise by more than 20% in 
real terms to regain their early-1970s 
level. They are unlikely to do so. In the 
early 1970s, borrowers enjoyed negative 
real interest rates. Today, although nom- 
inal mortgage interest rates have fallen 
by three percentage points during the 
past year, they are still high in real terms. 
This limits the amount people can afford 
to borrow—and hence the amount prices 
rise in relation to incomes. 

Another important factor affecting the 
demand for houses is demography. Last 
year, first-time buyers accounted for 
53% of all mortgages granted by building 
societies. The last generation of baby 
boomers, those born in the early 1960s, 
are now eager to become owner-occupi- 
ers. Just before they are all settled, it 
may be time to sell. 
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Combine a Hawksmoor church, a pair of 
property developers, six architects, five 
conservation groups, a vegetable mar- 
ket, a proletarian inner-city council and 
the rich and venerable Corporation of 
London—and the consequences are 
messy. But who comes off best? Likely 
answer: the Bengali rag trade. 

The key to the riddle begins with the 
near-impossibility of finding large 
chunks of high-quality office space in 
London's financial district after the Big 
Bang. One of the last suitable sites close 
to the City but not yet developed is a 
half-derelict 13-acre vegetable market 
just outside the Square Mile. But at- 
tempts to rebuild on Spitalfields have 
always failed, because of the lack of a 
new site for the market. 

A daring property developer, Mr Pe- 
ter Beckwith of London and Edinburgh 
Trust (LET), took the unusual step of 
spending £7.5m on a new site for the 
market long before clinching the deal on 
the old one. Until last week, he was 
almost sure to succeed in buying the 
Original site from the Corporation of 
London and persuading the local council 
(the borough of Tower Hamlets) to give 
permission for rebuilding. He reckoned, 
though, without the Machiavellianism of 
local conservation groups. 

The market is chaotic at night, when 
750 lorries bring produce to sell from 
4am until lunchtime. And it is filthy 
during the afternoon until the council’s 
dustbin men have picked up the rotten 
cabbages and sprayed the streets. But it 
is surrounded by late seventeenth-centu- 
ry weavers’ houses, and bordered by 
Christ Church, Spitalfields—Nicholas 
Hawksmoor’s masterpiece of 1729. 

Developers must always cope with 
conflicting pressures. The city corpora- 
tion will sell only if it gets a high price. 
The local authority will refuse to accept a 


the Himalayan foothills by the British 


army since 1815 and have served, usually 
_ with distinction, in all its wars since then. 


(Some 76 of the men discharged after the 
Hawaii incident were Falklands veter- 


~ ans.) They have the reputation of being 
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highly disciplined, tough and ruthless 


fighters. Most of their officers are British, 
who normally communicate with their 
_ troops in Gurkhali. Gurkhas’ pay is about 


half of what regular British soldiers earn. 


- But it is high by Nepalese standards, and 


there are always many miore men wanting 


e _ to sign on than places available. 





The main facts of the Hawaii incident 
are not in dispute, although the army 
tried to hush up the affair. What is not 
known is what started the rumpus and 
how the two officers came to be involved 
in the fight. One was the company com- 
mander, Major Corin Pearce, a British 


_ Big Bang in the vegetable market 
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development of offices alone: not only 
has it homeless people and sma!! work- 
shops to look after, but it would lose in 
rate-support grant almost all of the exor- 
bitant rates it would receive from expen- 
sive offices. The clutch of conservation 
groups. bent on preserving the area's 
beauty, has made it harder still to find a 
compromise. 

Several historical organisations with 
headquarters in old houses around the 
market clubbed together. They deliv- 
ered to the developers a set of sine qua 
non demands, and strenuously lobbied 
the City and Tower Hamlets to insist on 
a future for Spitalfields in keeping with 
its Georgian atmosphere. In response, 
LET hired the artistically respectable Mr 
Richard MacCormac to help the original 
architects. He came up with what a 
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former arts minister, Mr Norman St 
John-Stevas, calls “a most distinguished 
contribution”. 

Which might have won the day, had it 
not been for Mr Roger White-of the 
Georgian Group, who had been ap- 
proached by another developer, Mr Stu- 
art Lipton of Rosehaugh Stanhope. He 
promptly wrote to suggest that his com- 
pany might like to pitch in with some- 
thing more acceptable. Last week, Mr 
Lipton took the hint. He announced that 
he would enlist almost the complete 
brigade of new classical architects— 
Messrs Quinlan Terry, Jeremy Dixon, 
Terry Farrell and Robert Adam, with Mr 
Leon Krier to oversee the architectural 
“masterplan”. Mr Krier, a Luxembour- 
geois, is famous more for his fantastic 
ideas (such as making Washington, DC, a 
canal city, Venetian-style) than for any 
actual buildings. 

Rosehaugh is already collecting rent 
on Im square feet of offices in the 
adjacent Broadgate site. It has permis- 
sion to build 3m more. Low-rent houses 
and workshops would add to Mr Lipton’s 
artistic reputation; it would also head off 
the competition for the latter stages of 
his own development. 

Mr Beckwith suspects that in sniffing 
at Spitalfields, his opponent has hit on a 
way to obstruct a competitor for Broad- 
gate. But he, too, has been cultivating 
local community groups and going to 
neighbourhood meetings. And he has 
decided to make an application for plan- 
ning permission on August 22nd, pre- 
empting the brief which Tower Hamlets 
will publish in September to explain its 
intentions for the site. 

Beside the music critics, historians and 
interior designers of the local conserva- 
tion groups lives a thriving community of 
immigrant Bengalis who run small cloth- 
ing factories in the run-down houses. 
They have not yet started haggling. 
When they do, financial concessions may 
impress them more than artistic. 





officer from another regiment who had 
been assigned to the Ist Battalion of the 
7th Gurkhas for one tour; the other was 
Captain Chandra Pradhan, a Gurkha 
himself, who had risen through the ranks. 
The discharged Gurkhas seem to have 
had several grievances. Some look trivial 
but probably loomed large at the time: 
during the six-week exercise, the officers 
took all the cars when the group had any 
free time; the rice for the troops was not 
good. One gripe would have more sub- 
stance if true: Major Pearce, claim his 
soldiers, humiliated them by making a 
speech in Hawaii referring to their igno- 
rance and poverty before coming into the 
army. 
It was clearly the legal duty of the 
Gurkhas to give evidence as asked, and 
frustrating for the investigating officer 
when they refused. However, unit cohe- 





sion, the closeness of the men in each 
regiment, is one of the great virtues of the 
British army, and of Gurkha companies 
in particular. To ask the men to rat on 
their mates is probably asking too much. 
And to discharge the lot for refusing to do 
so smacks of Victorian paternalism. 

The storm will probably blow over. 
Major Pearce was relieved of his com- 
mand after the incident, about two 
months early, and more Gurkhas will be 
recruited to fill the empty company. A 
few have already asked for reinstat®ment 
and the Commander Gurkha Field Force, 
in an apparent reversal of his decision to 
throw them out, has approved some of 
the requests. However, Major Pearce was 
not the only one to blame: several British 
officers showed bad leadership and bad 
judgment. Mass punishment was an un- 
reasonable response. 


a a v 
i” iS ac J 
< t ian 
ont > ia. N ae G "$ Pe 
J im — An p ahid - P ~ 
i - 
e9 ma 





í ompanies to 


reditors fo at least two years. The 
government promised to make a 
‘goodwill’ payment of $35m to the 
MF; it owes $180m in arrears. 


South Africa’s finance minister 
atened his own form of 


stions; if trade is embargoed, said — 


d du Plessis, it could prevent _ 
th Africa paying its foreign: debts. 3 


bert Buckley resigned as boss of 
heny International after _ ~ 
shareholders filed a suit accusing a 
k sof “grossly improper — 


> A 

n ont oaae. 

i threatened the financial system. The 
„government froze the assets of 136 
3 directors and officials. 


Two of Bank of America’s directors, 
-John Poelke and Charles Schwab, 


-resigned the week after the California | 


bank i: announce 


: 7 $64 Om second- 
-quarter loss. i 


twats group fod 


_ infringement of copyright this yea. 


| ‘The London Stock Exchange said it 

I „had looked into 811 cases of 

| “unusual price movements” (ie, what 
‘happens with insider dealing) last 


year. Nobody. has yet been 


prosecuted. 


Rice price paid to farmers 
kala price = =  HO0(TB80- 82) 


24 New Zealand 


|. ®Excludes Greece, Portugal and Spain 
J: Source: World Bank 
Yasuhiro Nakasone vetoed a 
| proposal by Japan's ‘Ministry of 
| Agriculture to cut by 3.8% the 
| domestic price of rice, which is 
qd among the highest in the world. 


The president of Brazil’ s electricity 
company said Brazil would have to 
ration electricity; industrial use is 
_ Soaring but hydro-electric supplies 
‘have been cut by drought. 


Air Liquide, the French industrial- 

| gases group, agreed to buy an 

| American rival, Big Three Industries, 
-for $1.05 billion. 


-| For the first time in a year, the Gulf 
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Comment 


war made an appreciable differe 
to oil prices. They rose. 


-The Senate banking committee 


apovedt the nomination o E war's oe 


FTC, Daniel Oliver said a age 
should impose fewer rest 
corporate mergers. 


- Britain’ s house-price b bo 


being stoked: net new | 
building societies were 3x 


- the first seven months of th 


than during the same peri Od In 


America and fe EEC moved tow 
ending their long-standing “pasi 


war”. If the deal goes throug 


American tariffs on European pasta 


olives: and cheeses will come di 


so will European tariffs on American s 
citrus and walnuts. 


_The race to succeed Xerox’: 


chairman, David } 
Allaire was appointe pre ang 
Melvin Howard a vice- -chairman. 


Johnson Matthey Bankers M 
its name to Minories Finance, 


7 renaming a bad chapter in the life of ; 
| the Bank of of England. 


Economic and financial indicators 


|. are on pages 73-74. 


Canada's third largest oil producer is still trying to reschedule 
huge debts. : 


- Higher domestic ‘steel demand and increasing ward p 
vanadium gave the South African metal group a boos 


The big American retailer rede up profits despite resched 
its debts in the second quarter. — 


15,440 


America’s nappies-to-dogfood group said that ¢ Sanii in 


was reduced by the cost of buying Pie arson a 


maker. 


The Anglo-Dutch food-and-consumer-products g Up 
growth in profits would slow in the second half of t hey yea ; 


Sales at the trading: division of the West German group Tl as ‘ 
much as atits oil and petrochemicals division. | i 


The American retail chain is increasing K margins e conce 
trating on specialty” stores. | 


nverted at averag ange tates. Based on local currency Aaaa ta = Pretax rofit. tt= = Increased. $ 
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Rolls-Royce flies into a storm 


The British government could be on 
course for a third industrial fiasco this 
year. In the wake of the Westland and 
Land-Rover affairs, the government ap- 
ears to be heading for trouble over 
itish Airways and Rolls-Royce. The 
state-owned airline, which is expecting to 
be privatised early next year, has to 
replace its aging 747 jumbo jets. Only 
Boeing can provide the aircraft. But who 
will get the £500m ($750m) order for the 
engines—Rolls-Royce or one of its 
American rivals? Mrs Thatcher swears 
British Airways will be allowed to make 
its choice “on merit”. One problem: if it 
chooses Rolls-Royce—as most British 
politicians presumably hope it will—it 
could, oddly, jeopardise the British aero- 
engine group’s future. 

Rolls-Royce could win the contract on 
merit. It has a knack of refining its aero- 
engines better than either of its big two 
rivals, Pratt & Whitney and General 
Electric in the United States. It has im- 
proved its old warhorse, the RB211, so 
much that it is able to compete head on 
with GE’s new contender for the latest 
generation of aircraft. The RB211, which 
started life offering around 42,000lb of 
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thrust, has been tweaked so much that it 
is now capable of 58,000Ib in its latest 
§24D4D version. GE's top-of-the-range 
model, the CF6-80C2, is a little more pow- 
erful (59,000Ib) but the Rolls engine is 
less thirsty, easier to maintain and rug- 
ged. So why should anybody be worried if 
British Airways buys British? 

Unable to afford the $1.5 billion need- 
ed to develop a new engine for the next 
generation of long-range airliners, Rolls- 
Royce in 1984 struck a deal with General 
Electric that gave it 15% (later raised to 
25%) of the work on GE’s big CF6 engine, 
in exchange for a similar stake in its own 
“detuned” (ie, 40,100Ib thrust) 535E4 ver- 
sion of the RB211. The deal was applauded 
on both sides of the Atlantic. 

Rolls claimed the right at the time to go 
on squeezing more and more power out 
of its RB211 derivative for jumbo jets. But, 
to clinch the deal, Rolls apparently 
agreed not to develop the engine’s thrust 
beyond 56,000ib—and thus not to com- 
pete directly with its American partner’s 
big CF6 fan engine. Now Cathay Pacific 
has been persuaded to buy Rolls’s 524D4D 
engine for its latest long-range Boeing 
747-400s, and British Airways might fol- 


low suit. GE is crying foul. 

Sour grapes? A little. But both Rolls 
and GE reckon the British Airways order 
will be crucial for survival in the 1990s. 
With Lufthansa the only customer for its 
big engine so far, GE has its work cut out 
trying to win sales from big successful 
Pratt & Whitney. Failure to get a share of 
the big fan-engine market could push GE 
out of the first division of aero-engine 
manufacturing. 

As Rolls sees it, the stakes are even 
greater—and more immediate. Under 
tough new management, it has slashed its 
workforce by a third, improved inventory 
turnover fourfold, and cut unit costs by 
up to 30%. For the past two years, the 
state-owned aero-engine maker has made 
money, and is on target for pre-tax profits 
of £100m this year. Rolls ought to be 
ready for a flotation next May. It believes 
that juicy engine contracts for British 
Airways, Cathay and, perhaps, Qantas 
would put a premium on its share price. 

The City has its doubts. Apart from the 
cyclical nature of the airline-equipment 
business, financial institutions are not 


' enamoured of companies with heavy R&D 


burdens. Of late, Rolls has been getting 
off lightly by spending only £100m a year 
of its own money on R&D. That will have 
to rise substantially. Turning the new 
524D4D into a fully-certified production 
model is likely to cost a further £150m. 
Some City institutions would be happi- 
er if Rolls did not win the British Airways 
contract. The deal would then almost 
certainly go to its partner, GE. To sweeten 
the deal, GE is dangling the option of 
having all the CF6-80C2 engines for British 
Airways’ new 747s built in Britain, with 
Rolls collecting 33% (instead of 25%) of 
the revenue. For Rolls-Royce, that would 
be worth £165m on the British Airways 
deal alone. In addition, it would pick up a 
quarter of every CF6-80C2 sale GE subse- 
quently made around the world. Industry 
sources reckon Rolls’s share in CF6-80C2 
work alone could add up to £1.5 billion 
over the coming decade. But Rolls could 
kiss that good-bye if it insists on slugging 
it out with GE for every big fan contract. 
British Airways will make its choice of 
engine known to the government by the 
end of this month, but it does not expect 
an answer until October. Everybody 
agrees that Rolls has done an exemplary 
job in making its RB211 competitive. But 
the design is nearing the end of its devel- 
opment life, while the GE engine is at the 
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-mands upon it increase. | 

_ If the government accepts British Air- 
ways’ own recommendation (presumably 
“for the GE engine), it will run into a storm 
_of anti-American protest when members 
of Parliament return from their summer 
ecess.. : British Airways is told to find 
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if. the Rolls engines more acceptable, then: bwe, a 
the government runs the risk of jeopardis- 

ing an important partnership, which is mi 
expected to grow beyond collaboration = m tries: diffi- 
t Some 40% of Zimbabwe’ s tourists 





apable of growing ‘substantially as de- 


on the two present engines. 

Neither GE nor a privatised Rolls- 
Royce is likely to be able to go it alone 
against Pratt & Whitney. Together, they 
at least stand a chance. 





HARARE, BOMBAY, PERTH AND TORONTO 





| ga ‘ t South Africa could hurt some of the imposers more 





































kel yto find the consequences geen 
| wo (india and the Bahamas) will hardly 
‘notice; and two (Australia and Canada) 
will have a mix of profit and loss. 


Ambabwe suffer will depend on how and 
When South Africa retaliates. Almost 
90% of Zimbabwe's trade and some 60% 
f Zambia’s passes through South Africa. 

‘ew expect South Africa to close this 
oute—it earns more than $50m a year 
rom Zimbabwean transit traffic—but 
_were it to do so the best alternative is the 
port of Beira in Mozambique. 

_ Beira has a capacity of only Im tonnes 
a year, though this could be increased to 
; 3m tonnes within six months. Some 
0m of aid has been pledged to upgrade 
the railway line from Mutare in Zimba- 
bwe to Beira, and to refurbish the port. 

u aon then, Beira would be He ated of 







How much landlocked Zambia and 


I KNOW, J.J, THOSE STUPID 
| BUT WOH THE SANCTIONS! ITS 
SANCTIONS 50 UNFAIR TO _ 


withstand a siege than Zambia. Almost 
90% of Zambia’s export earnings come 
from copper. Zambia’s copper ‘produc- 
tion has fallen by almost 25% since 1983. 
An attempt to improve its agriculture to 
cut food imports depends on copper earn- 


ing enough foreign exchange to pay for 


imported machinery and fertiliser. 
South Africa is Zimbabwe’s main trad- 


ing partner, buying 11% of its exports. | 
(and 40% of its exports of manufactured — 


goods) and supplying 18% of its imports. 


A cheaper rand has encouraged Zimbab-. 


wean importers to buy more from South 


Africa; and the agreement in London to- 


ban imports of agricultural products from 
South Africa has not stopped Zimbabwe 
from deciding to negotiate the sale of a 
further 250,000 tonnes of maize to South 
Africa this year—bringing its total ex- 
ports of maize to South Africa to 450,000 
tonnes. 


Banning imports of South African steel. 


and coke will substantially increase the 
cost of these goods for Zimbabwe—by 
70% , say local industrialists. The severing 
of the two daily flights (on mest days) 
between Zimbabwe and South Africa will 
aggravate the difficulties of Air Zimba- 
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priate Indi 
by the Hindustan Diamond Company, 













came from South Africa in 1985. | 

India has not officially traded with 
South Africa since 1954. But nobody is in 
mohd doubt apo’ the leh aes unpuon of 


aca last year, : 3 3 
billion rupees-worth: mae of unc 
diamonds cost around 9 billion rupees. 
Some 60% of the world’s gem dia- 
monds are now processed in India and 
500,000 people work in the business. 
India’s biggest supplier of diamonds is the 








_ Diamond Trading Corporation (DTC), the 


London outlet of the. 
Organisation which. is ¢ 


entral Selling 
a olled by De 
ican mining giant. 

‘bought not only. by 
liamond traders, but also 






50% owned by the government. 
Australia imported A$156m-worth 
($53m) of goods from South Africa in 
1985, much of it seafood and paper prod- 
ucts. The fish fingers will be banned; the 
newsprint has already been unofficially 
boycotted. Last month, dock workers 
refused to handle a shipment of newsprint 
bound for two buyers, one. of them a 
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Malleable metal markets 


There was always a danger that talk of 
sanctions against South Africa could lead 
scarcity-fearing people to bid up the 
prices of two of its biggest foreign- 
exchange earners: gold and platinum. 
Gold has jumped $50 an ounce since 
April, and $20 in the past fortnight (it 
was $385.5 on August 13th). Platinum 
has been more spectacular still, shooting 
up $150 an ounce since early April, and 
$100 in the past fortnight, to $555 an 
ounce. South Africa must have made a 
lot of money as a consequence. 

This week’s spurt in gold was helped 
because central banks around the world 
are not going to listen to The Economist. 
As gold now brings in about half of 
South Africa’s foreign exchange, this 
newspaper said last month that the only 
really effective sanction against South 
Africa would be sales by central banks 
that would bring gold’s price down. Af- 
ter anguished protests from every pres- 
sure group, most central banks are now 
muttering that such sales would be too 
disturbing when, as they always say, the 
economic outlook is so uncertain. 

In addition, Australia and Canada are 
two big gold producers. They joined 
enthusiastically with the black countries 
that demanded sanctions at the recent 
Commonwealth conference, and partly 
in return got any idea of gold sales taken 
off the Commonwealth agenda. 

With this reassurance, South Africa 
and others interested in a higher gold 
price last week launched a raid against 
any bears. One muttered pretence was 
that South Africa might refuse to sell 
gold to the outside world if people were 
nasty to it about sanctions. This was 
hokum, designed to push up prices. If 
South Africa did delay sales, other pro- 
ducers everywhere would cash in while 
South Africa suffered. But the market is 
vulnerable to such chat because gold in 
portfolios has been run down drastically 
since the beginning of the decade; specu- 
lators feel that they cannot be short in 
the gold-futures markets (ie, have con- 
tracts to sell on their books) without 
having bought in their metal. 

It is even easier to mount a squeeze in 
platinum. South Africa provides the 


no more from his birthplace. 

The Australian government has yet to 
announce details of how it will impose 
sanctions, but South African Airways is 
threatening to sue for compensation 
when4ir links between the two countries 
are severed. Its local (Australian) em- 
ployees also threaten to sue for loss of 
employment. South African Airways says 
it brings A$56m a year into Australia. 

Australia’s exports to South Africa, 
mostly wheat and minerals, were worth 
around A$160m in 1985. Australian farm- 
ers, furious about America’s decision to 
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non-communist world with over 80% of 
its platinum, so has lots of leverage. And 
platinum is a smaller market, so fewer 
extra players can send prices up further. 

Speculative interest in platinum feeds 
quickly upon itself, especially in New 
York where trading pits for everything 
from orange juice to aluminium are on 
the same floor. When all the noise is 
coming from the precious metals pits, 
other traders notice it. It was this sort of 
hubbub that this week pushed the vol- 
ume of sales of platinum on the New 
York exchange up to twice last year’s 
level, and caused prices to move up by 
their $25 maximum in a day. Platinum's 
premium over gold now stands at $170. 
A year ago it traded at a $35 discount. 

Industrially, there is no case for a big 
boom in platinum, even if South African 
supplies are held off the market. About 
36% of platinum is used for dentistry and 
jewellery, where alternatives are readily 
available. Usage for catalytic converters 
for cars (35% of demand) could be 
scaled down at the expense of clean air. 
Platinum could be more effectively recy- 
cled, and America could make available 
its 450,000-ounce strategic stockpile. In 
the second half of this year, buying of 
platinum by the motor industry is any- 
way expected to fall. 





subsidise wheat sales to the Soviet Union, 
fear the loss of another market. The 
export figures do not include the dia- 
monds from Australia’s Argyle diamond 
mine which are believed to be worth 
around A$300m a year. Most of these are 
sold to De Beers’s Central Selling Organi- 
sation in London. 

The theory that Australia’s large min- 
eral exporters will gain from South Afri- 
ca’s troubles is not advanced by every- 
body. Prices of Australia’s main mineral 
exports, coal and iron ore, are still weak 
and there is brisk competition from Brazil 
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for iron-ore sales. Moreover, the South 
African rand has recently fallen even 
further against most currencies than the 
Australian dollar, making its competing 
mineral exports enticingly cheap to those 
who forgo sanctions. 

Sanctions will cause little hardship in 
Canada. South Africa was its 23rd biggest 
trading partner in 1985 accounting for 
C$230m ($166m) of imports and $150m of 
exports—0.2% of Canada’s total trade. 
The biggest imports were agricultural— 
sugar and apples—which can easily be 
made up by increasing purchases on 
world markets. 

Although Canada is a big producer of 
uranium, it also imports C$30m-40m of 
uranium from South Africa each year for 
enrichment by the state-owned firm El- 
dorado Nuclear on behalf of third coun- 
tries. Existing contracts will be honoured, 
but new ones will be banned. 

There have never been direct flights 
from Canada to South Africa. The few 
tourists venturing south have changed 
aircraft in New York, and can continue to 
do so. South Africans seeking to visit 
Canada will be inconvenienced by the 
closure of Canada’s visa-issuing office in 
South Africa: 450 visas were granted to 
South Africans in 1985; 400 in the first 
half of 1986. 

Canada’s gold miners stand to gain 
from sanctions on South Africa and the 
rise in the price of gold (see box). Canada 
is the third largest producer of gold after 
South Africa and the Soviet Union. Sales 
of Canada’s Maple Leaf coin have taken 
off since the Krugerrand was banned in 
several countries. Sales so far this year 
are 16% up on last year when 1.9m 
ounces were sold in the whole year com- 
pared with only 1m ounces in 1983. 

None of Canada’s exports to South 


Africa (mostly sulphur, nickel, wood 


pulp, paper and mining machinery) will 
be affected. Indeed, for Canada’s wheat 
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V WORLD E SINESS 
oF Pomen, South Africa has become a new 
a market. As the prime minister, Mr Brian 
_ Mulroney, was agreeing to sanctions in 
London, The Canadian Wheat Board, 
A _ which reports to Parliament and whose 
loans are guaranteed by government, was 
negotiating a 55,000-tonne contract with 
South Africa—its first ever. 


_ Sri Lankan tea 
b Into the bag 
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A change in the world’s tastes, the falling 
price of tea leaves, and the announce- 
ment in January by the gierrilla group, 
i! _ the Tamil Tigers, that they had poisoned 
some tea chests (no poison has been 
- found)—all are making life difficult for 
i _ Sri Lanka’s tea men. The leaf accounts 
for 30-40% of the country’s exports. 
~ Tea prices collapsed in early 1985. At 
= the Colombo auction in January 1985, a 
A kilo of tea was selling for 60 rupees 
_ ($2.20). By April 1985, it was fetching only 
_ 30 rupees. In other tea centres, prices have 
_ firmed up a little this year, but at the 
-Colombo auction at the end of July, a kilo 
was selling, on average, for 25 rupees. The 
average cost of production is around 35 
_ rupees. At that price, Sri Lanka would not 
= earn much more than half the 15.7 billion 
rupees it got for its tea in 1984. 

_ The Gulf Arabs, usually among Sri 
= Lanka’s best customers, are buying less— 
k -9 either because their falling oil revenues 

= are changing their drinking habits or 

_ (more likely) because the departure of 
_ foreign workers has reduced the number 
te E of drinkers. But Sri Lanka is also suffer- 

i in from a shift away from the sort of tea 

it makes. 
Sri Lankan tea is supposed to be 

_ brewed in a pot while the water draws the 
A _ flavour from the leaves. But consumers 

-increasingly prefer the instantaneous tea 
bag. Tea-bag tea has to be able to per- 
_ form in water which is not boiling. It is 
F judged not on flavour but on the number 
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Wrong b ore for export 


of cups of dark coloured water than can 
be extracted per kilo of tea—600 cups 
from a kilo of tea-bag tea, compared with 
400 from the stuff that Sri Lanka pro- 
duces. The difference lies in the process- 
ing, not in the leaf. 

Tea-bag tea is dried less, and chopped 
into tinier bits. Only 2% of Sri Lankan 
tea is fit for tea bags. The two big 
nationalised tea companies are buying 
machinery which should boost that figure 
to 20% over the next few years. 

Colombo’s tea men are tentatively op- 
timistic, At the beginning of August, the 


j price drifted up towards the 30 rupee 


mark. They hope that the price will soon 
rise further: stocks built up in 1984 have 


orld production has been about 8% less 
han in 1985. 

Sri Lanka’s foray into tea-bag tea is 
expected to bring rewards in the longer 
term. But Sri Lankan producers will be 
hard put to compete in the same market 
as countries like Kenya, which were quick 
to produce tea-bag teas. At present 
prices, there is no tax on Kenyan tea. But 
there is an export tax on Sri Lankan tea, 
which averages around 20%. That, al- 
most as much as the shift in demand, cut 
Sri Lanka’s share of the world’s tea trade 
from 33% in the mid-1960s to 19% a 


l ‘na run down and, so far this year, 


{Į couple of years ago. 


Allegheny International 


swash Buckley 


NEW YORK 


The unseating of Mr Robert Buckley 
from the top spot at Allegheny Interna- 
tional, a conglomerate based in Pitts- 
burgh, is a victory for small shareholders 
and a demonstration of the power of the 
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press. It also shows that non-executive - 


directors are not always worth what they 
get. 

Mr Buckley, a portly but swashbuck- 
ling 62-year-old opera singer manqué, 
had some good ideas for Allegheny. In 
1980, he sold the group’s steel business, 
Ludlum Steel, and used the money to 
move into consumer goods—cannily an- 
ticipating the next steel slump which 
began in 1982. By the end of 1985, the 
group had more than 40 companies, with 
a diverse product list which included 
semiconductor-making equipment, in- 
dustrial-measuring equipment, tennis 
rackets, coffee-makers and Wilkinson 
Sword razor blades. 

These acquisitions loaded Allegheny 
with too much debt. Weightiest was Sun- 
beam, a maker of domestic appliances, 
which cost the company $554m in 1981- 
With its ower purchases, the company’ — 
debt has risen to $900m, while sharehold- 
ers’ equity is a mere $85.7m. The compa- 
ny has had to sell assets cheap in order to 
meet its $100m a year in interest charges. 

Despite the presence of illustrious 
names like Mr Alexander Haig and Mr- 
Jean-Jacques Servan-Schreiber on Alle- 
gheny’s board, it was left to small share- 
holders to bring an end to Mr Buckley's 
expensive style of life. They filed two 
class actions against the company’s man- 
agement in April and July, objecting to 
the management's five executive jets, 
their cheap loans to their associates, the 
purchase of a Florida condominium in 
which several directors had an interest, 
and Mr Buckley’s $1m salary in 1984 
when the company made only $14.9m on 
a turnover of $2 billion. (In 1985, he was 
paid $573,000 despite the firm’s losses of 
$110m.) 

These charges (and many others) wer 
detailed in a recent article in Busi 
Week. On Friday August 8th, Mr Buckley 
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ie. saihes growth and lavish spending, oil producers in 
cing a recession, something they have themselves inflicted 


twice on the rest of the world 


: 1981, Saudi Arabia, Kuwait and the 
Jnited Arab Emirates together earned 
almost $150 billion from their oil ex- 
orts; by 1985, that had shrunk to only 

5 billion. This year, with the fall in oil 

ces, it will be less still. 

The Gulf producers can cope with the 
in oil revenues better than their 
-OPEC members. Unlike Nigeria, 
zuela and Indonesia, which are 

avily burdened with debt, the three 

If states are cushioned by almost $200 

illion-worth of assets held abroad. 
‘Moreover, the Gulf states. can export 
some of their problems by sending home 
fi orkers who account for roughly 
) orkforce. The open- 

of Traq’s new oil- 

(which has enabled Iraq 

ports by 60% ) means 

are also having to pay out less 


- Current account 
i as % of GDP 
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y month to subsidise the Iraqi war 


ar. theo oil: revenues of the 


i. consider- 
ng lower prices 
ith, the three 


irst half of 1986, The o g 
of ee Iran, ion and 


as were down ie ot 
UAE’s by 35% and Kuwait's by 
. If producers stick to their 
ly-agreed quotas. for the rest of this 
‘year, revenues will shrink further. 

nthe long run, the three Gulf states 
benefit from lower oil prices. 
ing on half of the non- 
uni world’ s bil feserves, yet, de- 
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they supplied only 14% of its oil in 1985. 
If lower oil prices drive higher-cost pro- 
ducers out of business and discourage oil 
exploration elsewhere, then the world 
could again find itself increasingly de- 
pendent on Arabian oil. 

In 1986, Saudi Arabia looks likely to 
run a current-account deficit of around 
$20 billion for the fourth year running, 
even though imports have already been 
cut by more than one-third since 1982. 
This deficit is second only to America’s, 
but America’s is equivalent to a modest 
33% of GDP; Saudi’s is over 30%. Saudi 
Arabia’s net foreign assets shrank from 
$150 billion in 1982 to $90 billion at the 
end of last year. 

In June, the riyal was devalued, most 
unusually, by 2.7% against the dollar. A 


‘second devaluation—perhaps after the 


pilgrimage season in late August—can- 
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- not be ruled out. But the fall in the dollar 


(to which the riyal is pegged) means that, 
in trade-weighted terms, the riyal has 
fallen sharply during the past year. The 
cheaper riyal will do little to boost ex- 
ports since non-oil exports account for 
less than 10% of Saudi Arabia's total 
exports, but it might help curb the Sau- 
dis’ appetite for imports. 

The government has postponed its 
budget for 1986-87 for a second time 
because of the uncertainty over oil reve- 
nues. One thing is certain: spending will 
be cut. So far the axe has fallen only on 
capital projects. Fierce opposition has 


_ forced the government to shelve plans to 
' raise electricity prices and trim subsidies 
` to farmers. Yet farmers are currently 
_ producing almost twice as much wheat as 
the country consumes—and at a cost that 
is five times world prices. That cannot 


continue. for much longer. 
Saudi Arabia used to have some of the 
world’s most profitable banks. Now, in 


dese to pay interest. 
__Banks are afraid to tak { 


debtor even icre this exce 
of the outstanding loan. Not 
ly, the banks are increasing] 
grant credit. This is depressing 
activity even further. | 
Kuwait's external positio 
stronger than Saudi Arabia 
billion stashed abroad- 
same as Saudi Arabia eve. 
Saudis’ GDP is five times. 
investment earns Kuwait 
billion a year—not far short: 
billion Kuwait is likely to earn 
this year. But with the fall of l 
and of American interest ` ; 


account faeries of $5 billion i in 1985 and, ee 
even on the glummest projections, 4 it t will ih 
remain in surplus this year... ae 
Even the government’s budget 
is more apparent than real. 
budget for 1986-87 a 12% cut 
ture and an official deficit of 1.3 billion. 
dinars ($4.5 billion) were pencilled mo 


But, if capital transfers to reserves are 


excluded and investment income is in- 
cluded, the budget will be roughly in 
balance. ei 
The domestic economy nonetheless of 
looks frail. Not only has business activity 
been depressed by falling oil revenues 
and lower A Aga nay spen ei but at 


exchange, fone to gain Tom ‘the mess 
in Kuwait. 

The web of bad debts left behind by - 
the stock-market collapse is paralysing 
Kuwait’s financial system, The govern- 
ment has spent $8 billion to prop up- 
share prices and bail out investors. I 
now owns about half of all the shares 
outstanding on the stock exchange— 
contradicting its official policy of encour. 
aging private enterprise to play a bigge 
role in the economy. 

The problems that the bad debts cause 
the banking system are being aggravated 
by the steady fall in the value of the 
property and shares backing the debts: : 
Mr Jassim Mohamed Al-Khara 
wait’s finance minister, has unveile 
plan to reschedule debts, and promi 
that the government will continue 
support local banks. — : 
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was asked to resign by the other directors. 

_ The new boss is Mr Oliver Travers. He 

has a hard task to restore the company’s 

_ prosperity but his supporters note that the 

consumer-products division has proved 

_ the most successful part of Allegheny 
under his tutelage. 


~ Japanese steel 


_ Milling around 
-~ America 


| TOKYO AND NEW YORK 
_ Japanese steel companies, wanting to be 
_ Close to their carmaking customers, are 
angling for a bigger slice of the American 
_ Steelindustry—in spite of all its problems. 
Kawasaki Steel, Japan’s third largest 
_ steelmaker, has raised its stake in Califor- 
nia Steel from 25% to 50% and will take 
= over management control. With its Bra- 
= zilian partner, Rio Doce, it has bought 
_ out Mr Michael Williamson who owned 
-50% of California Steel in a deal estimat- 

_ ed to be worth $35m. 

California Steel was set up in 1984 to 
process Rio Doce’s slab steel at the Fon- 
tana plant of now bankrupt Kaiser Steel. 

_ The operation has not made money: 
output last year was 495,000 tonnes and 
the breakeven point is 800,000 tonnes a 
_ year. Kawasaki aims to raise productivity 
and says the plant will become the spear- 
= head of its operations in America. 
~ The big Japanese steelmakers who 
= went to America before Kawasaki have 
-~ been expanding. In 1984, Nisshin Steel 
_ took a stake in Wheeling-Pittsburgh, 
_ which is under Chapter 11 court protec- 
= tion from its creditors. In 1985, the two 
= companies set up a 50-50 joint venture to 
_ make coated-steel products for the car 
industry (Wheeling’s biggest customer). 
In May, Nisshin raised its stake to 66% 
with a $10m injection of new capital, and 
has an option to buy Wheeling’s stake 
_ when it chooses. 
f The other big American steelmaker in 
Chapter 11, LTV, set up a $125m 60-40 
-= joint venture in April with Sumitomo 
_ Metal. This has a steel galvanising plant 
_ in Cleveland that has been kept out of the 
_ Chapter 11 proceedings. LTV is loth to 
= give up any of its stake: it is its only 
= business making money. Sumitomo only 
= supplies the joint venture’s president— 
for now. 
~ The most intriguing deal would be if 
Nippon Kokan bought the 50% of Na- 
tional Steel that it does not already own. 
Nippon Kokan took its present stake in 
1984 in what was the culmination of a 
three-year transformation of the Ameri- 
can steel company into the diversified 
_ National Intergroup. In March, National 
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Intergroup said it was looking for a buyer 
for its half of National Steel. Though it is 
thought to be asking only $200m for its 
share, under the terms of the original deal 
it cannot sell to a third party before 1989. 
Nippon Kokan is staying mum on its 
future plans, but in July one of its men, 
Mr Kokichi Hagiwara, replaced Mr Rob- 
ert McBride in the top job at National 
Steel. 

One tie-up seems to be running into 
difficulties: Inland Steel's link with Nip- 
pon Steel, the world’s biggest steelmaker. 
Nippon Steel, which is also reckoned to 


be the world’s best maker of car steel, has 
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Volkswagen’s Beetle is almost dead. 
From the end of this year, the West 
German carmaker is to cease production 
of the once-ubiquitous car at its plant in 
Brazil. Beetles will continue to be made 
in Mexico, but output there is being 
wound down and production is likely to 
be discontinued “in the very near 
future”. 

The Beetle has had a good crawl. 
Pioneered as a “people’s car” in the late 
1930s by Ferdinand Porsche, it went into 
production in Hitler’s Germany in 1938. 
By 1972, the number produced had 
topped even Henry Ford's record of 15m 
for the Model T. Six years later, when 
vw's Wolfsburg factory in West Germa- 
ny stopped making them, around 19m 
Beetles had been built throughout the 
world. At the latest count, almost 21m 
have rolled off the production lines. 

The Beetle, or Fusca as it is known in 
Brazil, accounted for nearly one in every 
two cars sold in the country in the mid- 
1970s. Now only 30,000 are made each 
year at an aging and inefficient assembly 
plant in Sao Paulo. In its place, vw wants 
to build a new wedge-shaped hatchback, 
codenamed the By. Based on a short- 
ened version of the Gol, the Brazilian 
equivalent of the Golf, it will go into 
production next summer. VW is being 
cagey about the number it aims to build. 
But the new car is bound to account for a 
big share of the 100,000 cars a year 
(worth around $1 billion at today’s ex- 
change rates) that the company says it 
wants to export to the United States 
from Brazil by 1989. 
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been giving Inland technical advice for 
more than a year and the two companies 
have been discussing building a $400m 
cold-rolling mill. Cold-rolled steel is the 
sort carmakers use, and the only cold- 
rolling mill America has built since the 
1960s produces steel reckoned to be too 
narrow for today’s car designs. 

Nippon Steel’s chairman, Mr Ejshiro 
Saito, has told Japanese newspapers that 
there is now only a slim chance of the 
project going ahead. Industry insiders 
reckon the plant, which was intended to 
be in production by 1988, cannot get 
financing (steelmen are not bankers’ fa- 
vourites at the moment anywhere). More 
likely, talks have broken down because 
Inland is refusing to let Nippon Steel have 





more than a 40% stake. 

American telephones 
Long-range 
bombardment 

America’s Federal Communications 


Commission has set off a new round of 
price-cutting in the domestic long-dis- 
tance telephone markets. It has reduced 
the maximum rate of return permitted on 
AT&T's long-distance operations from 
12.75% of assets to 12%. To comply, 
AT&T will have to cut call charges by 
about 3% by some time next year. 
Following the 12% decrease in the 
long-distance charges of AT&T in June, 
this is great news for American chatter- 
boxes. AT&T holds roughly four-fifths of 
the long-distance telephone market. The 
June price cuts alone should save custom- 
ers about $2 billion a year. But AT&T’ 
long-distance competitors have no reaso 
to cheer. They initially gained market 
share by undercutting AT&T’s rates by up 






Voices across America 
American (internal) long-distance telephone 
market 















cea for it, Mr McGowan has pet 
a aiae IBM Regie ase a 16. 6% 









üšomers ean a 
account for 25% of 
phone calls. But the 
ngers eed to do well in the 
unusual ballot De ing conducted to let 
Americans choose their long-distance 
ptelephóne company. 
-On many American exchanges, callers 
: who do not dial special access codes to go 
‘through the MCI or Us Sprint networks are 
automatically. connected to AT&T. The 
FCC ruled last year that this is unfair. It 
said customers ought to be able to choose 
which long-distance company would 
‘automatically take their call. By the end 
-of September, 70% of America’s 115m 
lines will have been rewired to make it 
equally easy to dial MCI or AT&T, and 90% 
will have this equal access to MCI by the 
end of the year. Us Sprint will not get full 
aual access until the end of 1987. 
S E are ee custómers 






































viduals, xilling both a ‘ively 
band: many. Brazilians’ 


- minister, 


l ature. It is estimated: that about 2.5m inve a : 
‘people in’ Brazil - are waiting for a 
~ _ telephone. 


Brazilians can skiy buy lines (not rent 


| them) from the local subsidiaries of Tele- 


bras, the state-owned telecommunica- 
tions monopoly. A decade ago, the gov- 
ernment promised Im new lines a year 
but this ambition was frustrated by other 


demands on its budget. State investment 
in new lines dwindled from $1.7 billion in 
1976 to $800m in 1985. An ambitious set 
of goals published by the government at 


So far this year, foreign investment in 
China has fallen by 20% (to contracts 
worth $1.24 billion) compared with the 
same period in 1985. Less than one-third 


of the 2,600 joint-venture companies 


named so far have actually gone into 
business. Of the remainder, a large pro- 
portion have either been scaled down or 
scrapped altogether because of high 
costs, scant returns and management 


problems. In March, Beatrice Compa- 


nies, the American food group, said it 
would hand over its two-year-old joint 
venture in Guangdong to its Chinese 
partners in two years because of manage- 
ment problems. In May, American Mo- 


tors announced a two-month halt in pro- 


duction of its Chinese-built Jeeps because 
of difficulties over foreign exchange. 

Mr Zhao Ziyang, the Chinese prime 
acknowledged the persistent 
problems on August 7th when he offered 
to. grant concessions to joint ventures 


which export their products or reinvest 
| their Farming from Jomesue sales in 


| Mr Wang Deyan, said that from now on 
- the bank’s loan policy would favour for- 


eign companies that exported or provided 
high technology. 
Foreign businessmen reacted cautious- 


_. ly to the statements since they go no way 


into o? of 73 z sae 1001 in n 1988 corns red 


_ average wait for an installation will be 2 


transfer of technology and more on 


ment devised. by Mr Robert E 






n new “lines - s by 19 9 
Carlos Magalhaes, the cor 
minister, says 1.6m will be put 
now and the end of 1987. — 
The shortage led to an act 
lucrative secondary market whi 
creasingly. attracted investors as we 
straight buyers. The price of a new 
Sa from the Telebras group is al 
$1,000,.but on the secondary ma 
was, ‘etching $5, 000-10. „000. before 
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will grow faster than its telephones 
bras’s Sao Paulo subsidiary, Telesp 
ating in the state responsible for 80% © 
Brazil’s GNP, will not open its books fc 
new sales until January. By then 











months. 




































After the honeymoon . . . 


towards resolving the day-to-day manage- 
ment problems (wages, hiring, training, 
etc) that loom largest for them. The 
surviving joint ventures are struggling 
towards different solutions to these fun- 
damental problems. 

Take, for example, the American aero- 
space company, McDonnell Douglas. I 
agreement with Shanghai Aviation Indu 
trial Corporation (SAIC)—to build 26 MD 
82 aircraft for China—took six years 
negotiate. The deal involved a gre 


job training than any previous agr 
ment. One MD-82 was to be assembled 
Long Beach, California, and the other 
were to be partially assembled there a 
shipped to China for completion betwe 
1987 and 1991. | 

The project has been in trouble 
the beginning. Its first Chinese presid 
starved it of staff and resources: O 
through the personal intervention ð 
Zhao was he replaced. His successor 
Jing Deyuen, is enthusiastic but, l 
many officials at his level, is burder 
with personnel problems that would b 
delegated to a junior in the West. i 

McDonnell Douglas has attempted 
introduce the project’s untrained Chi 
workers to the grid system of mi 


Miss Jane Mouton, two American aca- 
demics. Basically, this holds that informa- 
tion and authority flow in different direc- 
tions depending on the problem to be 
solved. The system was a far cry from the 
Maoist “‘struggle sessions” that replaced 
productive work during China’s cultural 
revolution—not to mention the more usu- 
al habit in China of referring problems 
ever upwards to a higher authority. 

Others have taken less eagerly to the 
Blake and Mouton ideas. Not only are 
Chinese managers reluctant to share es- 
sential information with their western 
counterparts (eg, even a list of the Chi- 
nese employees’ work experience), but, 
fearful of political reprisal, they also 
hesitate to make decisions or to put their 
views in writing. 

Fortunately, the Chinese desire to ob- 
tain approval for the finished aircraft 
from America’s Federal Aviation Admin- 
istration has eliminated the usual argu- 
ments in Chinese joint ventures over 
quality. However, McDonnell Douglas’s 
600 in-house manuals of standard proce- 
dures (of which only 200 have been trans- 
lated so far) goes against the Chinese way 
of doing things. Some Chinese workers 
are now frightened of doing anything that 
is not laid down in the procedures. 


Cable stitch 

No management theory is on trial at the 
Shenda Telephone company, a joint ven- 
ture between Cable and Wireless and its 
Chinese partner in Shenzhen, the special 
economic zone on the border with Hong- 
kong. Mr Richard Goswell, the plant’s 
manager, prefers a low-key, seat-of-the- 
pants approach. This includes the labori- 
ous task of devising a management system 
based on the assumption that, however 
they start, the plant’s Chinese managers 
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will revert to their own system once the 
western and Hongkong-Chinese staff 
depart. 

Cable and Wireless’s problem has been 
to convey the importance of mainte- 


Before take-off 


Travellers beware: duty-free prices at 
airports are not always lower than those 
in downtown shops. For example, a litre 
bottle of duty-free Jack Daniels bourbon 
at New York’s Kennedy airport costs 
$14.99. In highly-taxed Manhattan, the 
same bottle can be bought for $14.69. 
Such instances, however, are exception- 
al. Most duty-free goods are a good 
buy—but seasoned travellers shop 
around carefully. 

At Tokyo’s Narita airport they are 
particularly cheap compared with prices 
in Tokyo shops (see table). Nice for 
Japanese fliers, who also have the most 
generous duty-free allowance (three bot- 
tles of spirits) when they return home. 
No wonder the Japanese spend more 
than anybody else on duty-free goods— 
about $60 a head per trip abroad. 


Better buys 


Goods London New York 


Retail Duty % Retail Duty 
price free saving price 


£16.50 £8.75 47 $23.20 $18.99 


Johnnie Walker 
Black Label 


£27.35 £1450 47 $33.00 $23.76 


£14.00 £5.50 61 $9.86 $6.99 


£14.80 £6.95 53 $15.50 $8.49 


£75.13 £48.53 35 $105.00 $87.00 





% Retail Duty % 
free saving price free 


18 10,666 


28 = Y17,142 


nance. For its first two years, Shenda 
stuck to its traditional separation of in- 
stallation and maintenance crews. Both 
were small groups: most telephone instal- 
lation was done by outside contractors, 
and maintenance was minimal. Cable and 
Wireless insisted that the two be com- 
bined to help overcome the Chinese idea 
that services consist of a series of discreet, 
one-off tasks. 

Shenda, like McDonnell Douglas, had 
problems over staff. Both relied initially 
on the existing factory workforces. Both 
underestimated the upheavals that a new 
project would cause. “On the first morn- 
ing, we simply waited for the staff to 
arrive”, says Mr Goswell. The workers 
could not agree who was to move to the 
new project, and he waited for weeks. 

Getting specialised staff was also a 
problem because other companies wer 
reluctant tu iose their best workers. can 
and Wireless decided instead to pay fo 
the education of three potential employ- 
ees under a ministry of education pro- 
gramme. “Buying” staff in this way 
means delays, but enables the foreign 
company to plan ahead—another concept 
unfamiliar to Chinese workers. 







On average, travellers make smaller 
savings at New York than at the other 
cities in the table. This helps explain why 
Kennedy airport—the second busiest in 
terms of international passengers—is 
only ninth in terms of duty-free sales. 
London's Heathrow, the world’s busiest 
international airport, is top. 

European airports account for more 
than half of all duty-free sales. But there 
are increasing appeals for an end to the 
days of duty-free indulgence for travel- 
lers within Europe. If that happened, 
Europeans could look to the Middle East 
for a duty-free Mecca. The United Arab 
Emirates makes Dubai the cheapest 
place to buy a bottle of Scotch whisky 
(about $1.95) as a means of promoting 
the airport at the same time as minimis- 
ing the profit on unsavoury products. 


Tokyo Singapore 

Retail Duty % 
price free saving 
$$56.00 $$22.00 61 


saving 
¥2,400 7 


¥4.200 75  S$67.46 5$37.00e 45 


2,666 1,066 $$37.27 S$13.00 65 


Y2,700 Y1,500 44  5$25.00 S$1150 54 


Y37,000 Y17,000 54 $$185.00S$163.00 12 
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The great white hope of British 
merchant banking 


Of British merchant banks, only Klein- 
wort Benson and S. G. Warburg are 
seriously in the running to join the super 
league of global investment banks 
centred on London, New York and To- 
kyo. Kleinwort has pursued a bolder, 
riskier international strategy than the 
maller Warburg. But, although it boasts 

ore capital than any other British mer- 

ant bank, £572m ($850m) plus hidden 
reserves, Kleinwort’s small size compared 
with the giant American and Japanese 
investment banks will hamper its interna- 
tional ambitions. So for a while may its 
efforts to integrate its recent acquisitions, 
especially Grieveson Grant, a London 
stockbroker, and ACLI, its American 
Treasury dealer. 

Kleinwort is moving away from its old 
emphasis on relatively risk-free commer- 
cial banking and corporate finance to put 
more stress on securities. The results are 
yet to emerge. Though its profits soared 
to £58ħ before tax and after transfers to 
hidden reserves in the first half of this 
year, compared with £60m for all 1985, 
little came from securities business. 
Kleinwort has made no money underwrit- 
ing or selling Eurobonds since the late 
1970s. It took 100% ownership of Grieve- 
son Grant only four months ago. 

Kleinwort has not found Grieveson 


THE ECONOMIST AUGUST 16 1986 


Grant, for which it paid £44m, an easy 
firm to absorb. The stockbroking house is 
now a subsidiary called Kleinwort Grie- 
veson. Grieveson’s strengths fitted well 
with Kleinwort’s ambitions: it had £4 
billion of funds under management (an 
area of weakness at Kleinwort), got 30% 
of its revenues from abroad, and was one 
of the top three gilts brokers in London. 
But, shortly before the pair merged in 
April, more than a dozen of Grieveson’s 
equity analysts walked out. 

One reason was a dispute about pay. 
Kleinwort had agreed with Grieveson in 
1984 that they would share a common pay 
scale. This agreement did not take ac- 
count of the rounds of headhunting that 
followed in London, and the consequent 
boom in analysts’ salaries. Senior staff at 
Kleinwort admit they made mistakes with 
Grieveson, but claim that, as the broker’s 
own management was in control until 
April, there was little they could do 
through their 5% stake. Tension persists 
between the two firms’ managers. 

Kleinwort’s cheque book has been 
wide open for the bond markets. Earlier 
this year, the firm hired 13 Eurobond 
traders from Chase Manhattan, at aver- 
age guaranteed annual pay of £250,000 
per trader. The senior traders in this 
group will receive £500,000 this year— 
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double the pay of the chairman, Mr 
Michael Hawkes, but much less than 
Kleinwort’s senior capital-markets men in 
America—Mr Ken McCormick, the head 
of swaps, and Mr Mitchell Shivers, the 
head of securities. 

Kleinwort has never made the top 
ranks of the Eurobond market, despite 
losing money trying to get there. But 
having committed itself to a whole range 
of fixed-interest capital markets, it is not 
about to pull out. In 1984, it bought a 
California-based swaps group, plus a fu- 
tures broker and Treasury dealer in Chi- 
cago. It has a new firm dealing in gilts in 
London, starting in October. Synergy will 
be achieved if clients can be offered the 
whole spectrum of fixed-interest prod- 
ucts, plus extras. Kleinwort’s ability to 
provide a currency swap, for instance, 
could win it a lead management on a 
Eurodollar bond issue, which could be 
priced on up-to-date information from 
the Treasury dealer and hedged through 
the futures broker. And so on. 

Some of Kleinwort’s ambitious moves 
in North America have paid off. The 
swaps group ranks among the top six in 
the world and made $5m in profits last 
year. Others brought problems. Klein- 
wort bought a primary dealer in Ameri- 
can Treasuries in the hope of getting in 
better touch with price trends and learn- 
ing about auction techniques. But ACLI, 
for which it paid $27m, did not fit the bill. 

The firm seldom bid at auctions, nor 
was it in touch with the demand side of 
the market. ACLI dealt mainly with sec- 
ond-tier clients, one of which, ESM, col- 
lapsed last year. Thanks to that and to 


49 





ading losses, Kleinwort Benson Gov- 
ernment Securities, as it is now called, 
lost $13m in the first half of 1985. This 
year, with new management, and a mar- 
ket share which has risen from the 36th 











; pi insurance ompi 










Betish aean banks, 
in 1970. Last year, 
urg edged ahead by. winning a seat 
the Tokyo: Stock Exchange, while 
Jeinwort, its application delayed by a 
ispute between Japan and Britain about 
cess to each other's markets. had to be 
mtent with a securities licence. Klein- 
wort advises more Japanese companies 
h zaiteku (financial engineering) than 
ther merchant banks, with NYK and 
umitomo Corporation among its clients. 
leinwort says that when its cross-border 
bond and share business increases, its 80- 
man Tokyo office will move from break- 
to profit, i 

_ Is Kleinwort a takeover candidate? The 
tm admits that several Japanese, Swiss 
and American institutions have proposi- 
ioned it recently. “Each offer I show to 
e family interests,” says Mr Michael 
awkes, the chairman. Japan’s Nomura 
curities was among the many suitors 
h approached Grieveson before 
leinwort bought it. A member of Klein- 
's executive committee admits the 
rm has recently had talks with Nomura 
yout co-operation, but nothing more, 
‘Kleinwort Benson’s senior manage- 
ent is generally conservative, and in- 
udes five peers. The wild card at the top 
is Mr Hawkes, who is not the archetypal 
mooth-talking merchant banker. While 
most merchant bank chairmen tend to be 
corporate financiers who enjoy dealing 
h clients outside their banks, Mr 
— is a trader who 7 inside. He 





















































largest of the 36 primary dealers to the | 


i, an ‘investment a. 


cheap. 
Typically, shares in Britain’s publicly 


quoted merchant banks have been trad- 


ing on price/earnings ratios (P/E: a com- 
pany’s share price divided by its earnings 


The global league 
| British Market “Shareholders 

merchant -capitalisa- ys 
banks tion ($m)* ($m) 
Morgan Grenfell 69 33itt 
Kleinwort Benson 749 4t3tt 
Mercury 

international 602 340t 
Hill Samuel 485 266T 
Hambros 471 294ł 
American 
investment 
banks 
Salomon 6,597 3,238" * 
Merrill Lynch 3,533 2,616** 
Morgan Stanley 1,733 701** 
First Boston 1,426 §76** 
Japanese 
securities 
houses 
Nomura 34,120 3,388t 
Nikko 15,057 2,056T 
Yamaichi 12,176 1,615t 
Daiwa 8,429 1,961t 
“August 12th. *"end June. tend March. tt end 1986. 


Sources: Datastream, company reports. 
Japan and the third world 
a se a E 


Tight-fisted 


TOKYO 


Mr Barber Conable, the World Bank’s 
president, and others who hope that Ja- 
pan will redirect its current-account sur- 
plus towards boosting growth in third- 
world countries are likely to be 
disappointed. Officials at Japan's Minis- 
try of Finance are unenthusiastic about 
Mr Conable’s idea of a new international 
development fund financed by Japan: 
“Our traders may have a surplus, but our 
government has a deficit,” says one. 

That putdown will not end internation- 
al head-scratching about how to “recy- 
cle” Japan’s surplus ($65.5 billion in the 
latest 12 months, nearly as big as South 


‘Korea’s GNP) into something other than 
American securities. The World Bank is- 


worried that cutbacks in lending to devel- 


oping countries by American banks are. 
not being matched by increased lending 
_by Japanese ones, which now collectively 
hold 25% of international banking assets — 








ared | with: American banks” 18% 
y critics say that, as J bees spend so 


It is well known that British. merchant 


| . per share). of around 12, 
banks are small by international stan- : 


- as American investment bi 
dards. But the London stockmarket is © New York market. But Kle 
making them appear even smaller. At 
current share prices, Britain’s merchant 


port first-half results for 1986, with prof- 
banks (see table) look astonishingly 


“its more than double those of a year 


| merchant banks disclose profits only af- 


























son—the. first big merchant bar 







earlier—is selling on a P/E ratio of around 
8.4, based on its latest earnings. Most 










ter transfers to hidden reserves, which 
makes their prices look even cheaper 
relative to their real profits. 

Nomira, : apan s biggest securities of 
: T At its current a a 























pt | AS¢ 
cream of Britain’ s merck 
which includes the unquoted al 
M. Rothschild and Baring Brothers) 
barely feel the strain. 

Until now, potential foreign purchas- =- 
ers of British merchant banks have _ 
feared the veto of the Bank of England, 
which (by custom and soon by law) must . | 
give its approval if any buyer tak ot 
stake in a bank of 15% or. 



















nothing official, 
old taboos a 
is keeping | poration, say, 
from buying Hill amuel? Perhaps the 
suspicion that heightened competition 
after the Big Bang will drive prices lower | 
still. 





little on defence, it should divert more 
money to the poor rather than invest it 
with the rich. 

The firmest ideas on how to recycle 
J apan 's cash were set out earlier this year 













Government 834° 
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Bilateral aid: Grants 129 152 
Technical assistance 124 131 
Loans 324 327 
Multilateral aid 449 296 
Export credits* 117 ~36 
Direct investment 90 —~0.3 
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organisations E 
Private sector 2,368 2,226 
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's finance ministry is stubborn about the poor 


University, chaired by Mr Saburo Okita, 
a Japanese economist and former foreign 
minister. Mr Okita’s group decided that 
two sorts of incentive would be needed to 
induce Japan’s private sector to invest in 
the third world. One was some form of 
guarantee by an international institution 
such as the World Bank. The second was 
for the Japanese government to top up 
returns by subsidising interest rates on 
loans or giving grants or collateral to 
investors. This would cost money. Unlike 
Japan’s Finance Ministry, however, Mr 
Okita’s group thinks Japan’s budget defi- 
cit has been reduced far enough (below 
1% of GNP this year) to allow room for 
more spending on aid. 

The table on the previous page shows 
that private investment already makes up 
**> bulk of Japanese cash flowing to 

veloping countries. In 1985, Japan’s 
capital outflow to developing countries 
totalled Y3 trillion. About Y2.2 trillion of 
this came from the private sector; the rest 
from the government. This is still tiny 
compared with Japanese investments in 
America, Europe and newly-industria- 
lised countries such as Taiwan and 
Singapore. 

Might banks lend more? They say they 
have lent more than enough already. 
Japanese banks hold 10-15% of all third- 
world debt. Two-thirds of their exposure 
is in Latin America. Mexico and Brazil 
are the biggest borrowers from Japanese 
banks “(they have 15% of all Mexico's 
debt). Japanese banks hold the biggest 
slice of the Philippines’ debt. 

Having rescheduled some 80-90% of 
their third-world debt since 1982, Japa- 
nese banks are loth to throw good money 
after bad. They reckon the main help that 
debtors need is beyond their control— 
lower interest rates and much faster 
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growth in world trade. So they aim to 
commit as little new money as they can 
get away with, while they look for new 
ways to make debtor countries’ debt- 
service ratios more manageable, such as 
by capitalising interest payments. 

The banks also worry about the provi- 
sions for bad debts they can make on their 
balance sheets. At the moment, the Fi- 
nance Ministry lets them make no more 
than a 5% provision for doubtful loans 
and only 1% of that can be written off 
against tax. European banks make bigger 
provisions, though British ones have had 
little tax relief until this year. Japanese 
banks want their ceiling raised to at least 
10% and to be able to write off against tax 
a bigger proportion of their provisions 
against doubtful loans. They have threat- 
ened to be unco-operative on their part of 
the $6 billion of new commercial-bank 
money for Mexico if their finance minis- 
try does not give way. 


Share issues in Britain 


First refusal 


The row between British finance direc- 
tors and institutional investors over the 
pre-emptive rights of shareholders is no 
parochial matter. Powerful institutions 
are fighting to protect a system which has 
given them (like small investors) first 
crack at new discounted issues as well as 
fat sub-underwriting fees. Finance direc- 
tors are struggling for the freedom to do 
faster deals at market prices, as their 
rivals do in America and in the Euromar- 
kets. If pre-emptive rights go—as looks 
increasingly likely—the whole system of 
institutional sub-underwriting, and cosy 
relationships between key investors and 
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top management, may go, too. With it 
would go the biggest remaining barrier 
separating Britain’s capital markets from 
most of the rest of the world’s. ‘ 

Company law says that existing share- 
holders must be given first refusal on a 
chunk of new equity proportionate to 
their share of the old equity. This is to 
protect them from “dilution”. Shares are 
issued, usually at a 10-20% discount from 
market price. The company pays its mer- 
chant bank $% or so to underwrite the 
issue while canvassing shareholders. The 
bank farms the job out to sub-underwrit- 
ers, which are paid 14-13% for their 
willingness to buy any shares left over. 

The main shareholders are British pen- 
sion funds, insurance companies, unit 
trusts and the like, which own about two- 
thirds of all British listed equities. These 
are also the main sub-underwriters. They 
benefit, therefore, from both the dis- 
counted share price and the underwriting 
commissions. Issues occasionally flop 
badly enough to lose the institutions mon- 
ey, but not often. 

The law allows companies to set these 
rights aside for up to three years if a 
majority of shareholders agree. Institu- 
tional investors have limited the exemp- 
tion to 5% of equity capital, authorised 
annually. The London Stock Exchange, 
stricter still, required each non-pre-emp- 
tive issue to be approved. 

On August 5th, however, the ex- 
change’s ruling council decided that listed 
companies may sell shares as they like, if 
a majority of shareholders votes annually 
to waive their rights, and if the new issue 
is not too large. The decision was influ- 
enced by companies’ growing use of ways 
around the restriction: through “vendor 
placings” (placing new shares with out- 
side investors for cash to finance acquisi- 
tions) or by issuing Eurobonds with war- 
rants convertible into equity. 

Institutional investors promptly 
showed they were not to be pushed 
around. Led by the Prudential, Britain’s 
biggest insurance company, and M&G 





S & W Berisford and Billingsgate City 
Securities. An article on August 2nd re- 
ferred to the Montagu House development 
at Billingsgate and to rumours of problems 
with the building and that the tenant, Samu- 
el Montagu, might think twice before paying 
the full rent. Samuel Montagu has since 
Stated that it fully intends to pay the rent on 
the due date and that the initial problems 
with the building were not serious. We are 
pleased to point out that the amount of 
preferred share capital in Billingsgate City 
Securities is £25.8m and not £35m as stated 
in the article. This mistaken figure may have 
given some readers the impression that the 
deal was less favourable to holders of pre- 
ferred stock than it was. We apologise for 
any embarrassment caused. 
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trust group, they made the Poses of 
Boots, a drug and pharmacy firm, claw 
back for shareholders the £377m ($560m) 
worth of shares it had planned to place to 
-pay for its acquisition of Flint Laborato- 
ries. On August 11th, they persuaded 
-< Heywood Williams, a glass and alumin- 

























£23m bid for two companies. 

Several institutions have made it plain 
that they do not intend to relax their 5% 
guideline. But not all. Institutions, like 
companies and bank advisers, are divided 
‘on pre-emptive rights in ways that have as 
much to do with their own financial 
circumstances as with the theoretical 
rights and wrongs. 

-insurance companies and unit 






















ike pre-emptive rights because they have 
ough money on hand to take up their 
ights entitlements and to assume sub- 
nderwriting risks. Pension funds that are 



































| To Britain’ s gentry and its new rich in the 
City of London, August 12th means “the 
glorious 12th”, the opening of the grouse 
shooting (and eating) season. To inves- 
tors on Wall Street the day is equally 
glorious, for different reasons. August 
12 1982 is the date on which it is general- 
ly reckoned that America’s stockmarket 
|. recovered from recession and began its 
j stampede. So the great bull market of 
| the 1980s is four years old. 
As the chart shows, although Ameri- 
can shares continued to move upwards 
during all four of the bull's years, there 
- have only really been two big rises—in 
- the 12 months after August 1982 and in 
_ the latest 12 months. The market slum- 
bered during most of 1983 and 1984, and 
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ony treasurers, "especially ‘those of bi 
multinationals, feel thatshareholders have 
too much influence over the way capitalis . 
raised. But some, including those that. 
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come rarely to the markets and have less 










trouble with shareholders, are indifferent. T 12.15 


So are some merchant banks. Those with. hi 
enough capital to undertake bought deals. È br 
(the American imports that are likely to _ 
replace rights issues) are gung-hoforthem. 
Smaller houses would rather leave things as 


they are. 


The two sides will probably reach some, 
compromise: allowing annual exemptions oe. 


that set limits higher than the institutions’ 
5% guideline. Will relations recover? 
Maybe. Tempers have been tested by the 
recent flood of rights issues. These more 
than tripled in 1985 to £3.9 billion, then 
reached £3.2 billion in the first seven 
months of 1986. The pace is likely to slow 
as stockmarkets stagnate and some insti- 


tutions save themselves for the £5.5 bil- 


lion-6 billion flotation of British Gas, 
scheduled for November. 


only began to rush forward again in late 
1985 and this year, awakened by falling 
interest rates and, later, by falling oil 
prices. That is worrying for investors, as 
it suggests that a strong rise in the market 
needs something strongly positive for the 
American and world economy to drive 
it. Oil prices have firmed again, and no 
obvious new glad tidings are in store. 

New York’s bull market has been less 
glorious than Tokyo’s (which rose by 
159% during the period, compared with 
139% in New York) and only slightly 
more glorious than London’s (up 128%). 
Although Tokyo often uses overnight 
movements on Wall Street as an excuse 
to rise or fall, its bull has a mind of its 
own. 
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negligent or devious man ger 
they fail to spot problems, the DTI " 
to be asking why. A simpler explanation, 
but also a red herring, is that the EEC is - 
requiring more careful regulation of Eu- 
ropean auditors by 1990. The Communt- . 
ty’s demands—known as the Eighth. 
Company Law Directive—are chiefly - 
aimed at auditors in Southern Europe and 
could a met pein Ba ain without any legal 
y pr the DTI with a 
use for raising the issue. 
One part of t e problem is the way so 
many companies keep the same auditors 
for decades. No auditor wants to be 
booted out for quibbling over a few 















numbers. To counter excessive chummi- 


ness, the DTI is suggesting that companies 
should change their auditors regularly, as 
already happens in Italy and some other 
countries. — 

Another ae of the | . 






managem nt consultants). Often, these g 
are from the same accounting firm. Price 
Waterhouse and Arthur Anderson get 
over half their income from non-auditing 
activities, almost all from companies they 
audit. The solution offered for discussion 
by the DTI is that accounting firms should 
not be allowed to offer advice to firms 
they audit, and vice versa. _ 

This would be traumatic for the. biggest 
accounting firms. Work like consulting 
generates remar s per hour. that are about | 






f Geet Accountants (ie). 


he wild market i in Japanese w. 


which bave limited influence. The DT! has x 


virtually no control. The secretary of state 
can withdraw recognition from the ICA, 
but he has no legal say over the firms 
themselves. Many other countries are 
stricter. In West Germany, auditing is 
subject to heavy state intervention. In 
France and Italy, auditors are inspected 
by teams from these countries’ equiva- 
lents of the British Securities and Invest- 
ments Board. Even in America, where 


5 Japanese equity warrant is a form of investment exotica which has 
money for many punters with a nose for value. The market in them is 
ndon appendage grafted on to the Tokyo stockmarket 


apanese warrants are a clever spin-off 
rom Lendon’s innovative Eurobond 
t. When Japanese companies raise 
Euromarket, they often 

as a sweetener. A warrant 

d call option. When an 

ill option he buys the 

-right to purchase a share at a fixed price 
“within a period of six months or so. With 


į -a warrant, however, the investor has up 
| to five years before the warrant expires. 
| Like shares, warrants are traded on a 
Io Secondary market. 


Japanese warrants have two attrac- 


| : tions. First, buyers have generally paid a 
premium to the firm’s share price in 
"Tokyo, of less than 20%—in what has 


-been the world's best performing stock- 

market. (The premium is the difference 

between the cost of buying the warrant 

ind exercising it immediately, and the 

nt share price.) This appeals be- 

with warrants, as opposed to op- 

: the investor has years rather than 
months for the market to move his way. 

~ Second, warrants offer high gearing 

when shares move up but limited gearing 

M the way down. Gearing is the market 

-of the underlying shares divided by 

rent cost of a warrant. The more 

the warrant the more mon- 

‘or will make if the underly- 

But if the share falls, the 

ot fall as correspondingly 

t d on the way up. Why? 

, the warrant does not expire for 

the warrant market. (so. far, at 

has reckoned the share price will 


‘the ; warrant market begat in 1 1982. 
sig mentee were not Aa 


eft t the field d open for a few yor 


Anybody “who z 


spectacular 1 returns. One exam- 
an issue from C. toh, one o! the 


$150 in 1982 to almost nothing. Since 
then the price of the warrant has risen to 
over $2,220. 

The warrant market is now. more ma- 
ture, with 288 issues outstanding. It is- 
increasingly dominated by institutional 
investors—although  personal-account 
‘trading still goes on. James Capel, a 
stockbroker, puts the total size of the 
Japanese warrant market at $10 billion, 
and the market capitalisation of the 
underlying equities that could be pur- 
chased by these warrants at $31.6 billion. 

Warrants can also be used to hedge a 
position in the Tokyo market. A fund 
manager can sell a stock he owns and buy 
warrants in the same company represent- 
ing entitlement to the same amount of 
equity. Because warrants are geared, he 
is left with surplus cash. 

Although Japanese investors have 


Japanese equity warrants 
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Capel warrants index” 
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Source: James Capel & Co 
been able to buy foreign currency (ie, 
non-yen) warrants since the beginning of 
this year, the warrant market remains 
dominated by London. After showing 
some initial interest, the Japanese re- 
main unsure of the market. This is not 
“because they can buy warrants back 
home. Although a fledgling yen warrant 
_ market is up and running in Tokyo, few 
issues are traded, 
_. The lack of Japanese interest helps 
explain why the warrant market has 
recently turned sluggish. The spate of 
new. issues amid. Signs. of saturation is 


sndependente. amdi are 

Peer Review Committee, whi 

tants ponder their fellows’ work 
The DTI needs to find a way ti 

closer -eye on what the profe ags 

doing, perhaps by putting it in the | 


. tive realm of the Securities and — 


ments Board. If the auditors were t 
selves audited, the whole issue of 
professional integrity should disappeat 


rrants 


another depressant. In July the 
28 issues. worth $1.56 billion 
with six worth $570m in Jant 
this year a total of 119 issues 
to the market worth $7.24 

This supply has caused sh 


_ New-issue prices when they 


ing on the secondary marke 
spilled over to existing issue 
with premiums of 20-25% (and 


and gearings of six to seven- 


year, that looks relatively cheal 

Because the market is domina! 
non-Japanese offshore investors, 
rant prices also throw light on “how 
foreign investors feel about the Tokyo 
market, at a time when domestic inves- 
tors are making the running in the stoci 
market, Many foreign portfolio man 
ers are becoming increasingly nervou 
the sky-high price/earnings ratios con 
mon in Tokyo. This is reflected, in terms 


of warrant prices, in lower premiums and 


high gearing. 


Tokyo stock exchange 
' Nikkei index | 
May 16 19492100 
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Mitsubishi Heavy Industries, for e 
ample, is now trading on a nil premiu 
and three times gearing. The reason 
that the share keeps going up to the poi 
where it has eroded the underlying pr 
mium and the warrant market does n 
want to chase it any higher. Either th 
share is absurdly overvalued or the wa 
rant is dirt cheap. Such is the gulf i 
sentiment about current Tokyo stoc 
prices. Those who insist on remain 
positive about Tokyo stocks should bu 
warrants. 
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ational environment without leaving their offices. Tr e next internationa 
ition will be held starting in January 1987. If you would like an entry form, se 
ness card mentioning the “International Markstrat Competition” to 
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a's shuttle and VW 





Long March rockets instes 
1e business as well i 






grammi » gave itself a 
h. The National 
Agency - (NASDA) 
perimental version of 
ga-shima Island— 
ac rocket that Japan has put into 
pace so far, and the first to use a 
apanese-developed ‘stage. Japanese 
pace officials wanted the launch to be a 
lhowpiece. Mindful of Challenger, and of 
me failures that have grounded Europe’s 
afiane rockets, NASDA postponed the 
aunch twice this month. after finding 
aults, first ina second-stage valve and 
men in the guidance. system. 
-Late into space, Japan is eager to catch 
: og bunch of an all] spanese rocket, 



























r rican 1 space vehuttle (this was plead 
988 but NASDA now reckons it will 


ockets still work 


- é unching business was dominated until recenti dominat- 


'ope’s Ariane. With both 






a few customers are plan ing o launch their satellites on 


i and Russia now want to get 


has relied on American rocket technol- 
ogy. Its early N-I and N-I rockets were 
little more than modified Thor Deltas. 
But America’s Deltas have been going 
wrong recently. Engmeers at Mitsubishi 
Heavy Industries’ Nagoya Aircraft sub- 
sidiary, which builds the H-I, say that 
McDonnell Douglas, the American firm 
that licensed the Delta engine to Japan, is 
now buying the Japanese version to give 
its own Deltas more thrust. The second- 
stage booster of the H-1is powered by a 
Japanese engine and directed by a Japa- 
nese inertial guidance system. 

The H-I programme—eight launches, 
two of them tests—looks modest. The 
cost of developing the H-I, including the 
first three launches, is put at Y162 billion 
($1 billion)—small change by space stan- 
dards. But the rocket is capable of putting 
only small satellites into stationary orbit. 
This week’s launch put up an experimen- 
tal geodetic survey satellite (“Hydran- 
gea”) and a satellite for radio hams 
(“Wisteria”). Two. communications satel- 
lites, two broadcasting satellites, a weath- 
er satellite and a natural-resources survey 
satellite will follow. 





eats a TO be on offer for half price if. 
ce Geostationary earth orbit “js 


The main purpose of the. HA i 
develop the H-1. That will cost some Y20t 
billion. In return, Japan expects to. ga 
foothold in the commercial laune 
business. When the H-N enters. servic 
the early 1990s, it will lift a paylo 
almost four. times as heavy as the H 

will be able to put a 2-tonne satellite. 
geostationary orbit or a 9-tonne one in 
low-earth orbit. Because it is indigenot 
the H-1 will be free of American restr 
tions that forbid the Japanese to lau 
anything but government satelli 
H-U is also intended as the carri 
future Japanese mini-shuttle. 

Japan has invested heavily in sp 
NASDA’s budget rose tenfold during 
1970s (see chart). Although spending 
levelled out in recent years, the Nakaso 
government wants Japanese companies to 
broaden their activities in space. In the 
past, Japanese satellite makers have spe- 
cialised—Mitsubishi in communications > 
satellites; Toshiba in broadcast satellites; 
NEC in meteorological ones. The govern- 
ment is encouraging them to co-operate, 
so that any could be a prime contractor of 
any sort of satellite. The ETS-VI, an engi- 
neering test satellite that will be one of | 
the H-H’s first payloads and is regarded as 
a prototype commercial satellite for ex- 
port, will probably be developed by a 
consortium of the three companies. 






























































lm Olga, fly me : . 


Should the West use Russia’s noes a 
tested Proton rockets to fill its launche 
gap? In 1979, the Soviet Union offered to. 
launch a satellite for the European, Space. 
Agency. During the past three years, i 
has made secretive attempts to. ‘sel 
launches to Inmarsat, the international. 
maritime satellite communications outfit, 
It is now approaching other western. 
tomers. One target is the world’s lar 
satellite organisation, Intelsat, which Ic 
a satellite in the Ariane failure at thee 
of May. 

The price for a Proton launch i is $18 
20m for a medium-sized satellite, rougl 
half the current rate. for Eur 
(grounded) Ariane. Customers wi 
have to raise satellite insurance. on 
open market, but a second. launch 
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client was lucky enough to have another 
satellite ready to fly. 

In an uncommon show of openness 
about its space programme, Russia has 
released new details of Proton’s perfor- 
mance. Soviet officials say that all but seven 
of 97 flights of Proton variants since 1970 
have proved successful, with no failures in 
the 35 launches since January 1983. This 
compares with an aggregate 15% failure 
rate among the American satellite launch- 
ers and Ariane since 1981. Their failure 
rate has risen to 21% since 1984. 

Proton needs to be reliable. Versions of 
the same rocket are used for the Russians’ 
manned missions, including lifting the 
Salyut and Mir space stations into orbit. 
The 21-year-old design is also the work- 
horse rocket for the Soviet Union's own 
satellite launches. It can lift two tonnes 
into geostationary orbit—enough for the 
larger current western satellites. 

A special feature of Proton is its fourth 
stage, which seems capable of injecting 
one or more satellites directly into their 
orbital slots without the use of the satel- 
lite’s apogee boost motor. This could save 
enough fuel on board the satellite to give 
several more years’ life. 

The new marketing approach is linked 
with the recent setting up of a Russian 
civil space agency, Glavkosmos. The 
Russian sales drive has been stimulated 
by the success achieved by the Chinese in 
marketing their Long March launcher to 
American and Swedish clients. Rocketry 
is a rare high-tech export opportunity for 
the Soviet Union, which is faced with a 
large fall in foreign-currency earnings 
from oil exports. The prestige may be 
worth even more. 

The big snag about the western use of 
Proton is the American embargo on 
“technology transfer”. The Russians 
promise that a western satellite would 
enjoy “diplomatic immunity” on its way 
to the Baikonur Cosmodrome launch site 
in Central Asia. They say it could be 
accompanied by the client's technicians, 
who would integrate the satellite with the 
launcher. That would keep eager Russian 
eyes from the satellites’ high-tech 
innards. 

Officials at America’s embassy in Mos- 
cow insist that the embargo prohibits 
American-made satellite components— 
and virtually every western satellite con- 
tains some American hardware—from 
passing through the Soviet Union to Bai- 
konur. Even so, some industry experts 
believe that if Russian guarantees on a 
satellite’s “diplomatic immunity” are wa- 
tertight, and if prospective Proton clients 
push hard enough, the Americans will 
relent. After all, they do not have any 
launchers to offer as an alternative for the 
moment. The shuttle is not expected to 
fly again until 1988. 
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Feasting on fungal flavour 


Food flavours 


The Yong recipe 


SINGAPORE 





Singapore has few scientific entrepre- 
neurs. Dr Leslie Yong, a biochemist at 
the National University of Singapore, is 
one of the few. Having invented a speedi- 
er way to make soya sauce, he is trying to 
make fungi churn out food flavours. 

The way soya sauce is made has not 
changed for centuries. The beans are 
cooked and then mixed with wheat flour 
(for energy) and a fungus called Aspergil- 
lus oryzae (to accelerate fermentation). 
After three days this turns into “koji”. To 
koji is added salt (to prevent the growth 
of other micro-organisms), soya yeast (to 
ferment the mix) and a bug called lacto- 
bacillus (to make the mix more acidic so 
the yeast can grow). The resulting cock- 
tail, called moromi, is left to ferment for 
90 days. The soya sauce is then separated 
from the gunk in the fermentation vats, 
sweetened, pasteurised and bottled. 

Dr Yong found that subtle changes in 
making the moromi can cut fermentation 
from 90 days to nine. His secret modifica- 
tions involve juggling the enzymes and 
yeasts used in the brew, as well as tinker- 
ing with temperature and acidity. Dr 
Yong has sold his technique to Chuen 
Cheong Industries, a Singaporean maker 
of soya sauce. The company expects the 
process to save time and space. 

Dr Yong has turned his attention to 
food flavours. Like soya sauce, these are 
expensive to make. Extracting them from 
plants is laborious; synthetic versions sel- 
dom taste good. Scientists have discov- 


ered that soil fungi called Trichoderma 


viride produce chemicals which smell like 


i 





coconut. Dr Yong has found smelly fung 
with the aromas of toffee, pineapple 
chocolate and honey. He has invented 
brew in which to grow fungi withor 
meddling with their natural smells. 

Some of these fungi need fewer thas 
five natural chemicals to produce the# 
aroma, so the smells should be simple t 
make and purify. Better still, America” 
Food and Drug Administration has a! 
ready cleared several of the natural chen® 
icals in question for use in food. Dr Yons 
is making 10-litre batches of coconut an 
toffee fungi in his laboratory. He ha 
increased the fungi’s output three to fiv 
times by throwing amino acids, compo 
nents of protein, into the brew. Dr Yon 
has yet to work out an extraction process 
but says he could have a marketabl 
product within three years. That wou'4 h 





impressive by any entrepren 
Standards. 
Deep-sea oil 





Beyond the reach 
of divers 


RIO DE JANEIRU 


Petrobras, Brazil's state oil monopoly, i 
about to break its own world record fo; 
producing oil from deep water. It ha 
discovered two giant oil fields in the 
Campos basin offshore from Rio de Ja 
neiro state. They are called Marlin ane 
Albacora, and between them they holc 
about 20 billion barrels of oil. Despite the 
sharp fall in the price of crude oil, Brazi 
is unlikely to be deterred by the fact that 
most of the oil in the two fields lies ir 
water deeper than 1,200 feet—deepe 
than divers can go. Every barrel of oi 
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sind os it ' “Seal 


roduced at home represents foreign cur- 
eency saved. 

The world’s deepest sub-sea producing 
well, 1-RJS-284 in the Campos basin, is at 

,257 feet. It began producing in April 
"985 after its “wet Christmas tree” (an 
@nderwater device that acts as a valve on 

wellhead) was attached to four miles of 
Mexible piping. It was the first time that a 
wellhead was brought into production 
without using a diver. Petrobras now 
intends to connect to the same production 
mystem (Pirauna) two more wellheads at 
more than 1,350 feet deep, using a system 

alled “‘lay-away”. 

The technique relies on the use of 
Mexible pipes developed in France and 
made of steel and nylon. The piping is 
more expensive than the standard steel 
igid type used by most other undersea 
eperators, but installation is significantly 
a: and therefore cheaper. 

ntil now, Petrobras has laid the flow 
fines on the seabed and tried to connect 
"hem to the wellhead Christmas tree after 
mstallation. This is done by attaching 
wires to the pipe ends and then pulling 
hem through the valves of the Christmas 
‘ree until they connect. And “‘diverless” 
-hristmas trees have been developed (at 
i cost of $2m instead of $1.2m for a diver- 
assisted tree or $700,000 for the no-frills 
wersion) which will then clamp the pipes 
in place. Clever stuff—except that when 
they pull the wires, the pipes tend to dig 
anto the muddy sea floor rather than 
sliding into place. 

What Petrobras plans to do is to con- 
nect the pipes to the Christmas tree while 
at is still on a semi-submersible rig and 
then, while the tree is being installed, use 
a nearby pipe-laying vessel to start laying 
the piping at the same time. It thinks it 
can go as deep as 2,500 feet. 

stallation is less difficult than mainte- 

xe. In May this year, the wet Christ- 
mas tree at 1-RJS-342 started causing trou- 
ble. Although Petrobras had a diver on 
standby during the initial installation, it 
was not prepared to send one down in this 
instance. It spent a month using remotely 
operated vehicles without success and 
eventually had to pull the wet Christmas 
tree up. Renting a semi-submersible rig 
for a month to help in the operation cost it 
about $1m. 

The dilemma for companies like Petro- 
bras is whether they dare go deeper than 
a diver can. This raises the spectre of high 
repair cost, though robot vehicles and 
diving bells are getting better all the time. 
Some within Petrobras think that produc- 
tion will prove impractical unless a wet 
Christmas tree is kept within reach of a 
diver. They have developed a “hybrid” 
scheme to put the Christmas trees on a 
1,200-foot-tall fixed platform standing on 
the sea bed. 
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Animal welfare 


In search of the 
happy hen 


Chickens have feelings, too. But animal 
lovers will not persuade chicken farmers 
to take those feelings into account unless 
they can convince them that a happy bird 
is a productive one. So how do you 
recognise an unhappy chicken? 

Try studying the way it behaves. Put a 
bird in what people would think of as a 
stressful environment and watch what it 
does. Take away the stress and, from the 
difference, you should be able to ‘“‘cali- 
brate” chicken happiness. Stressed chick- 
ens, for example, usually lay fewer eggs 
and make higher-pitched squawks. When 
afraid, chickens behave as if temporarily 
paralysed: they suffer from “tonic immo- 
bility”. The time a chicken takes to recov- 
er from such a state depends on its 
psychological state. So scientists deliber- 
ately frighten chickens and watch how 
long they take to recover, in different 
kinds of cages. 

Behaviour can be misleading. Take the 
example of aggression—the most obvious 
sign of dissatisfaction. The more birds 
that are packed into a cage, the more 
aggression they show. Cannibalism in- 
creases, feathers are pulled out, there are 
bouts of hysteria and panic—but only up 
to a point. Scientists at Kansas State 
University have found that above a cer- 
tain density—a square foot of space per 
bird—the birds’ anger seems to wane. 
Nobody is quite sure why. 

One way to reduce aggression is to take 
away the proverbial red rag. As the sight 
of blood causes an aggressive chicken to 
make further attacks on its bleeding vic- 
tim, why not disguise the colour of the 
blood? Red blood under a red light looks 
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black. Farmers whose poultry houses 
glow dull red report that all is quiet 
within. 

So much for behaviour; physiology can 
reveal a bit more. A happy bird is a 
healthy one and its immune system re- 
flects this. Birds exposed to stress are 
more vulnerable to disease because they 
have fewer lymphocytes (white blood 
cells that fight disease) in their blood. 
Another measure uses corticosterone lev- 
els in the blood. Released from the adre- 
nal gland as a response to stress, this 
hormone has been used as a simple indi- 
cator of an animal’s state of fear. But it is 
not infallible. Although the level rises 
steeply when the animal is frightened, it 
soon drops again if it remains agitated. 
The Kansas scientists have found that the 
hormone is as abundant in birds that are 
kept in stress-free environments as in 
those in overcrowded cages. 

Ingenious though these techniques are, 
they have so far produced little in the way 
of practical advice for chicken farmers. 
Yet there are ways of keeping chickens 
intensively that seem to make them hap- 
pier. Scientists at the government-owned 
Poultry Research Centre in Scotland are 
experimenting with different housing de- 
signs, secking the components of a happy 
home. They have come up with a design 
that lessens aggression without affecting 
egg productivity. Known as a perchery, it 
is a pyramid-shaped cage, about eight feet 
tall and enclosed in a hut. The birds are 
free to move vertically, on to perches at 
different levels, and to use scratching 
areas on the floor. 

Chickens in percheries are compara- 
tively even-tempered. Although egg pro- 
ducers cannot pack in as many birds as in 
battery cages, they are paid more for 
“semi-intensive” eggs produced by this 
method (in Europe, not in America). 
Many European farmers have already 
made the switch. 
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Before ‘th gradual erosion of 
sion rates, culminat- 
complete abolition on 
y 5. (° Mayday”), New 
ork” Stock Exchange (NYSE) 
ember firms were forbidden to 
mpete on price. The commis- 
ions they charged their custom- 
ys on share transactions were 
et. Some cheated, offering dis- 
‘ounts. Most competed on the 
uality of their service. Just as in 
he days before deregulation of 
he aviation industry, when 
American airlines offered such 
tills as free champagne and tote 
gs. so Wall Street brokerage 
houses. and investment banks of- 
fered plush offices and tailored 
esearch advice for valued 
ustomers. 
> When fixed commission rates 
were phased out, many of the 
money managers of ‘pension 
funds, insurance companies, mu- 
tual funds.and other big institu- 
tional investors decidéd that, giv- 
the choice, they preferred 
ywer- prices to expensive ser- 
ices, They switched their orders 
the firms—mainly big retail 
rokerage houses and investment 
iks—which were efficient 
nough to provide research and 
till cut prices. The crunch caused 
> research boutiques to seek 
vation in mergers, often with 
that took advantage of the 
made on. March 26 
ls E member 
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obbyists against Wall Street's equivalent of London’ s Big 

ght when they predicted increased concentra- 
ion in the securities industry. But they were woefully wrong 
when they predicted decreased competition. This, the third 
: series of Big Bang i con at New York’s lessons 






Charles Maxwell as a soothsayer 
on oil stocks. 

The blue-blooded and family 
firms had started to disappear 
earlier, squeezed by a combina- 
tion of poor markets in the wake 
of America’s defeat in the Viet- 
nam war, inadequate capital and 
inefficient back offices over- 
whelmed by paperwork. Good- 
body and Company, co-founded 
by Charles Dow in 1891, was 
absorbed by Merrill Lynch. Me- 
Donnell & Co, a great “Catholic 
house” with blood ties to the 
Ford and Anheuser-Busch fam- 
ilies, went out of business. So did 
F. L duPont, a firm headed by 
Edmund duPont, a direct descen- 
dant of the founder of the gun- 
powder-turned-chemicals giant. 

The carnage can be seen in 
looking at the corporate genealo- 
gy of, say, Shearson Lehman, 
which is today a subsidiary of 
American Express. More than 30 
firms, once proudly independent 
names in the business. went into 
its making—among them Spen- 
cer Trask, Shearson Hayden 
Stone, Hemphill Noyes, Faulk- 
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FSN, Dow, PETERS 
REE MARKET FORCES 


D. Fradon; @)1986. The New Yorker Magazine. inc. 


Lehman 1] 
Loeb, Sy Se ae i 

Yet the securities s business has 
not become a place of boring 


conformity, as the old guard pre- 
dicted. Itis a more varied business 
than ever before. To understand t 
self-regulators 


why, imagine 
deciding in Detroit that no car 
could be sold in America for less 
than $50,000. Bound by such a 
rule. Chrysler, Ford and General 
Motors would produce only luxu- 
ry cars. 

Pre-Mayday, _ price-regulated 
NYSE firms were all Cadillacs. 


Since then they have ‘evolved into- 











a on in, 1985, co ear neg je 
ed commissions, previously co 
fined to trades over $300 o 











same years, their total eats 
risen from $25 billion. to. 
on lion. Since pie empie the 



















everything from Cadillacs to wit 


cheap Hyundais. At the top end. 4 
of the market are firms that still. Yi 
strive for a yacht-club image, like 


Smith Barney, Harris Upham. At 
the bottom end are the discount 
brokers, like Quick & Reilly. It 
buys only second-hand furniture 
for its offices. On a trade of 100 
shares at $40 each, Quick & Reil- 
ly charges a commission of $4] 
compared with Merrill Lynch’s 
$97 (or $78.50 on its sharebuilder 
account for small investors); and 
on a trade of 1.000 shares of $20 


In between the Smith Barneys 
and the discount houses stand the 
national retail houses. or wire 
houses, like A. G. Edwards and 
E. F. Hutton, and the investment 
banks, or “wholesalers”, like Sal- 
omon Brothers, Morgan Stanley 
and Goldman Sachs. 

As well as offering a greater 
range of prices and services, and 
of styles, than ever before, Wall 
Street can boast that business has 
never been better. The price of a 














: can escape the. 
each, a commission of $98—com- going te 
pared with Merrill Lynch's $356. 
















































of fixed commission rates, 10" 
gether with the decision to permit 
public ownership of NYSE meme 
ber firms, has had costs as well ay 
benefits. The losers include indis 
vidual investors, who are: paying 
higher commissions. today. thar 
they did in 1975. To say that they 
higher charges by 
Reilly, Charles 
(a subsidiary of 










| Batik o America) or one of the 
‘other discount brokers is not a 
complete answer. 


The discount brokers. . which 
today handle 15-20% of the 
American public's stock transac- 
tions, have low charges because 
they offer to buy and sell shares 
without any frills. If an individual 
investor wants investment advice 
he has to go to a retail brokerage 
house to pay, on a rough average, 












customers, £ Though braken 
houses give their salesmen limit- 


ed discretion to negotiate dis- 
| counts with customers who make 





a fuss. even a bolshy Joe Public 
" much less bargaining muscle 


than a professional money 
manager. 


This has increased the financial 
bias in favour of Americans jn- 
vesting collectively through mu- 
tual funds a retirement schemes 


fany on Wall Street 
: ‘only besaise-th the 





B aA out ers ‘this way. 
i dual _ American investors: 
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the fact remains that the market 
‘is becoming ever more dominat- 
ed by large institutions. This 
marks a fundamental change 
‘since Mr Kenneth Funston ran 
‘his brilliant campaign, with the 
slogan “Own Your Share of 
American Business”, to turn the 
United States into a nation of 
shareholders. When he came in 
‘as president of the NYSE, fewer 
than 6.5m Americans were share- 
holders. By the time he left, in 
es it was more like 25m. 






The winners 


Partly because their trading costs 
have fallen by 70% or so as a 
Gilt of price deregulation, the 
ane ial i | institutions trade more 
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x In 1985, these accounted 
.7% of volume on the NYSE, 
ared with 16.6% in 1975. In 
jlotk trade, 6.7m shares of 
+ Western changed hands; 
another, 5.4m shares of Phil- 
ips Petroleum. It is..estimated 

at instit . tional trades- now ac- 
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Retail brokers find themselves. 


in a double bind. Their customers 
trade much less actively than the 
institutional customers, and more 
individual investors are defecting 
to the discount brokers or invest- 
ing through mutual funds and 
retirement funds. 

NYSE Statistics Showing that the 
number of member organisations 
had recovered to 599 in 1985 
(after falling from 649 in 1966 to 
494 in 1975) are misleading. 
Many of the new members are 


-flyweights. As the Securities In- 


dustry Association noted in its 
recent annual review of 1986: 
“The securities industry giants 


last year again left a dwindling 


slice of the industry’s revenue 
and profit party cake for the rest 
of the group. 

The ten biggest firms’ share of 
total revenues has increased from 
48.7% in 1979 to 57.5%, and 
their share of the industry’s total 
Eo from 45.8% to 63.2%. 
Take in the top 25 firms and the 
share left to the “rest of the 
industry”, comparing the same 
two years, has declined to a mere 
22.8% of total revenues and 22% 


of total profits. 


The middleweights have disap- 
peared. Most regional firms are 
owned by somebody else, and the 
national retail brokerage house 
with 20 or 30 offices and 500 


brokers (also known as sales rep- 


resentatives, account executives 
and | financial consultants) is all 
but extinct. The heavyweights 
are seeking growth in profits by 
becoming financial supermarkets 
and by taking on more invest- 
ment-banking business. 

The classic financial supermar- 
ket is that run by Sears, Roe- 


buck. At in-store financial net- 
W k centres, 





shoppers. who. 


enter Sears to buy socks can also 
buy stocks from Dean Witter, 
buy a house through Coldwell 
Banker, its real-estate division, 
or buy insurance from its Allstate 
Insurance division. 

The big profits, however, are 
not in brokerage but in invest- 
ment-banking services. Commis- 
sion rates, as a result of diversifi- 
cation as well as deregulation, 
have fallen from 48.9% of the 
gross revenue of NYSE member 
firms in 1974, the year before 
Mayday, to 21.3%. Wall Street 
analysts who follow the industry 
reckon that for most participants 
the commission business is barely 
profitable. The big profits are 
provided instead by successful ar- 
bitrage and trading; by under- 
writing, particularly of initial 
public offerings; and by merger 
and acquisition business (where 
the investment banker's fee on 
occasions exceeds $30m). 

Market veterans (which in 
Wall Street means anybody who 
recalls the last bear market) note 


that the tombstone advertise- 


ments of a few years ago, headed 
by the lead managers in big type 
and then listing other members of 
the syndicate in ever smaller 
type, are now rarely seen on the 
financial pages of American 
newspapers. The underwriting 
business today is the preserve of a 
few large firms. Among them are 
what Wall Street traditionally 
calls the five “special bracket” 
firms: First Boston, Goldman 
Sachs, Morgan Stanley, Merrill 
Lynch and Salomon Brothers— 
plus Shearson Lehman. 

Given the opportunity, invest- 
ment banks often prefer to keep 
the business and profits of under- 
writing to themselves. On an ini- 


tial public offering the rewards 


company is permitted to file reg- 


market immediately they see. 


















ing a prospectus, 
comments from the 
and Exchange C 
(SEC), arranging. a 















































and then handling tiea -actua 
tribution, an investment ban 
can get an underwrit 


$1. EA O D 
The concentration 
by America’s two Big - 
the approval of public ownershi 
of NYSE member firms and the 
abolition of fixed commission 
rates on Mayday—has been 
speeded further by the SECs ap- 
proving “shelf registrations”. 
This became a permanent option- 
at the start of 1984. Under the 
shelf-registration procedure, a 


istration documents on an offe 
ing it plans to make and then to 
float the securities in one or se 
eral parts at any time within the 
following two years. | 

Timing is everything. The issu- 
ing company and its investment 
bank adviser bring the offering to 





good opportunity to sell. The 
have neither the time nor th 
inclination to round up a posse O 
underwriters. k 

The message is clear. H Ne 
York’s experience with dereg 
tion over the past 15 years- 
anything to go by, at the end- 
this century London will ha’ 
fewer, stronger brokers-cur 
merchant/investment bankers of- 
fering cheaper services to a mar- 
ket dominated by institutiona’ 
money handled by hyper-a 
money managers. Individual i 
vestors will pay more to rece 
less. 





An in depth analysis, based on inter- 
national research into countertrade 


policies and possibilities in the largest and /Aa@ty S 
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areċentreport by the US International Tade Commission, 
busines s worth oo bnv was countertrade d Tapeet 1980 


ev vi rhe rid’ moet eed” 

w need to understand countertrade. 

Notjust arms for oil . 

he variety of products now being countertrade 

all sectors: fruit and vegetabk 

footware, jewellery, aeroplanes, oi oil and gas, military 
hardware. 

































if you have to devise strategies for winning orders in 
marketplaces anywhere around the world, Th 
pe 's Guide to Barter, Offset and Countertrade 
willbe an invaluable guide. 

The first part of this 140-page Special Report outlines 
the theory and practice of countertrade, examining its 
| implications for business, and defining all the various types 
|  ofreciprocal trade. Services available to firms involved in 
| -countertrade are described, including Te and 

- < political risk insurance, legal counselling on contracts, tax 
Structure and Penning, and a guide to geirie 

o orporato management, 
2 second part of the report is based upon detailed 
| Studies of the most important markets for countertrade — 

-both civilian and military —in which substantial 

Opportunities are still growing; such countries as Australia, 
i Brazil Canada, Israel, Saudi Arabia, South Korea and 
ee Turkey. They also include the huge Asian markets where 
-=~ countertrade is already significant — China, Indonesia and 

_. Malaysia—and the Latin American markets where itis 
5 Cia increasingly important — Brazil, Peru and 
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Countertrade continues to be a the Castor an de of 
foreign trade policy of the USSR and the East 
nations. The new prospects are considered in os on 
countertrade practices in the USSR, Romania and Fast 
Germany. : 
This global approach offers 
designed to allow readers with: s 
ae ape i neir frarr 
opportunities as they arise. - 
The addresses of the 
countries covered by the 2 
each chapter. Eo ee 
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You've seen the musical. 
now read the poem 


While most of Britain’s publishing busi- 
ness is in the dumps—paperback sales fell 
5% last year and this year has been 
worse—one surprising corner is booming: 
modern poetry. Faber & Faber is the 
world’s largest poetry publisher (it has 
%9% of the British market); its poetry- 
»k sales rose 56% in 1984-85. 

Modern poetry is usually seen as a kind 
of loss-leading social service. Sales of 
poetry books—worth £6m last year— 
account for under }% of Britain's £2- 
billion-a-year book market. But Faber is 
descending into the high-street bookshop 
to sell its collections; other publishers are 
following. 

In 1984, Mr Ted Hughes, now Britain’s 
poet laureate, and Mr Seamus Heaney 
buzzed around Britain by private aircraft 
to launch their anthology, ‘The Rattle 
Bag”. Faber commissioned Pentagram, 
one of London’s most fashionable design 
companies, to restyle its book covers. 
Booksellers were urged to display its 
range under the banner “Faber poets”. 
On London’s underground trains, jostled 
by advertisements for office-employment 
bureaus and pregnancy tests, short poems 
began to appear, looking like tombstone 
ads in the pages of glossy magazines. 

T. S. Eliot’s ghost and the West End 
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musical, ‘Cats’, lie behind all this. 
Faber’s bestselling title of 1985 was El- 
iot’s “Old Possum’s Book of Practical 
Cats”, which forms the basis of the musi- 
cal. Two editions of Eliot’s book of chil- 
dren’s verse sold 118,000 copies last 
year—20% of revenues from poetry 
sales. In contrast, Douglas Dunn's “Ele- 
gies”, which won a literary prize and 
appeared in Britain’s bestseller list, sold 
barely 13,500 copies in its first six months. 

Faber’s list of 163 poetry titles reads 
like a Who’s Who of contemporary Eng- 
lish poetry. Many Faber poets are re- 
quired reading at universities, which are 
the company’s main market. Faber can 
print 1,000 hardback copies confidently; 
for most other poetry publishers, hard- 
backs are out of the question. Faber’s 
minimum print run for a new poet is 4,000 
paperbacks, four times as large as any of 
its competitors would attempt. 

The company’s success does not mean, 
as Faber’s chairman, Mr Matthew Evans, 
emphasises, that more new poets will be 
published. The big publishers reckon that 
too much poetry is published. Faber re- 
ceives around 75 unsolicited poetry vol- 
umes every week. Other publishers re- 
port the same. Secker & Warburg's 
poetry editor, Mr Robin Robertson, says 


that he needs to break out of the “poetry 
ghetto”. Chatto & Windus is trying to do 
the same by breaking into other ghettos; 
it is busy publishing anthologies of black, 
radical and feminist poetry. 

There is a sharp divide between the 
powerful editors, who provide the book- 
buying public with virtually all the poetry 
they are likely to see in bookshops, and 
the welter of small presses and small 
magazines which provide an outlet for 
new poets (see below). Here, there is less 
certain evidence of a boom. 

Britain’s three “largest” small poetry 
presses, Anvil, Bloodaxe and Carcanet, 
could not survive without subsidy. Anvil 
receives a grant from Britain’s Arts Coun- 
cil, equivalent to about half of its turn- 
over. It has 131 titles on its list, and will 
publish 24 new ones this year, nine more 
than last, with an average print run of 
fewer than 1,000 copies. A “good” sale 
for a title is only 600 copies a year (in 
1985, one title sold 81 copies). Carcanet 
and Bloodaxe get less subsidy; they have 
diversified into fiction and essays, and are 
aiming to be profitable. 

Faber has proved that it is possible to 
publish good poetry profitably. This 
should not seem surprising: business and 
poetry are not inimical. T. S. Eliot began 
as a bank clerk; Wallace Stevens was an 
insurance salesman. But whether the se- 
lections of Mr Craig Raine will last as 
long as those of T. S. Eliot, his predeces- 
sor as chief poetry editor at Faber & 
Faber, remains to be seen. So does the 
ability of other publishers to compete 
with Faber. 

For the moment, it seems, the poetry 
boom is benefiting only the largest pub- 
lishers. Nor is it clear whether the boom 
can last. There is little evidence to suggest 
that enthusiasts and poets are behaving 
differently from the way they did before. 


Poetry publishing 
Small is poor 


If poetry is thriving in Britain, much of 
the credit should go to hundreds of spe- 
cialist publishing houses which band 
together as the Association of Little 
Presses. Unfortunately, while sales are 
booming, the little presses are not. 

The association was founded by Mr 
Stuart Montgomery, Mr Bob Cobbing 
and half a dozen other “small” publishers 
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bers. They range from well-established 
enterprises, like Anvil and Bloodaxe, to 
short-lived owner-author imprints, some 
of which have even more bizarre names, 
like Spectacular Diseases, Nothing Doing 
in London and Joe Soap’s Canoe. Most 
have long i track records in poetry publish- 
; „Al 4 pead t s humour and a 









resses, but t support was feign in ‘the 
early 1980s under the council’s former 
literature director, Mr Charles Osborne. 
Today, only a handful of little presses get 
government money regularly; many live 
from hand to mouth, with occasional 
grants from regional or national bodies. 
Most of the little presses print only a few 
hundred copies of each title and recoup 
costs only over many years. Distribution 
is time-consuming; bookshops take the 
titles for sale or return; the number of 
willing outlets is shrinking. 

Yet the little presses have given a start 
‘to. many of the poets who have become 
mainstays of the established literary pub- 
lishers. Mr Tom Paulin, who edited the 
“Faber Book of Political Verse”, began 
his career with a pamphlet called “Theo- 
retical Locations” from Honest Ulster- 
man publications. And they provide an 
- outlet for the many influential figures in 
_ British poetry who are ignored by the 
_ bigger publishers. Douglas Oliver and J. 
= H. Prynne are poets of international 
repute, but several of Mr Prynne’s works 
“have been. published by little presses at 
‘his own expense. - 

The established presses call the little 
ones “ivory-tower. intellectuals”. But 
hat they label “obscure” often means 
fluenced by the rest of Europe or 
merica. However discriminating the 
palate of Mr Craig Raine, Faber’s chief 
poetry editor, it seems unhealthy to leave 
third of the British market under the 
contro] of one man. The little presses 
provide necessary diversity. 


po ough W Whitlam 


“THE WHITLAM GOVERNMENT 1972-1975. 
By Gough Whitlam. Viking. 787 pages. 
£17.95. Also available in America and 
-Australia from Viking. 































































Brevity is not a soul of ae 


1966. It now has more than 200 mem- 



























mäin frustration was ‘his dismissal fre 


office by the governor-general, Sir John 
Kerr, which is the subject of another. 
book by Mr Whitlam (“The Truth of the. 
Matter”) and is given relatively little 


attention in “The Whitlam Govern- 
ment”. The bulk of this book-——and bulk 
is the word—is devoted to the blowing of 
Mr Whitlam’s own trumpet. It may be the 
longest trumpet voluntary in history. 


Under chapter headings like “National _ 


Resources”, “Social Security”, “Elector- 
al Laws’’, Mr Whitlam leads the reader 
mechanically through every aspect of ad- 
ministration. Nothing, it seems, is too 


trivial to leave out, particularly if it was 


mentioned in one of Mr Whitlam’s 
speeches some time during his career. 
Long extracts litter the pages. Mr Whit- 
lam’s every utterance—going back to his 
maiden speech i in the House of Represen- 
tatives in 1953 and continuing over the 
years in Parliament, at national conven- 
tions and = innumerable lectures and 


Whitlam pakiaka Jeremiah Clarke 


Cricket among the cicadas 


BY our ETHNOGRAPHY CORRESPONDENT 


Ask any Indian what is his national sport 
and he will reply unhesitatingly “‘crick- 


et”. A generation ago, in the twilight of — 


the Raj, the answer would have been 
either “hockey” or “soccer”. In the past 
30 years, there has been a radical change 
in the tastes and behaviour of the whole 
subcontinent. 

The supplanting of hockey and foot- 
ball by cricket defies immediate explana- 
tion. Possibly the loss in 1948 of the 
Olympic crown, long held. stole away 
hockey’s popularity. But that will not 
explain the eclipse of football, a sport at 
which India has never matched Europe- 
an or South American prowess. India 
was long a minor power at cricket also. 

Possibly neither hockey nor football 
suited the Indian climate. Certainly, an 
hour and a half running around in the 
late afternoon is physically exhausting. 
But cricket is played for six hours 
through the heat of the day. Possibly the 
popularity of cricket was inherited from 


the British. Other former British colo- 


nies, like the West Indies, have taken to 
cricket; but there the game did not 
displace already popular sports. And 
while hockey and football were mass 
sports in India, cricket during the Raj 
was the game of the elite, played by 
white sahibs and those who had been to 
English-language private schools. 
Cricket can have prevailed only be- 
cause there is something in the game that 
caused Indians to choose it for their 
national sport. Cricket is subtle and 


intricate. When well played, it is a clev- 


er, even intellectual game. To plunge for 


a minute into the dangerous area of wh 
these are dist 


“national characteristics”, 


qualities that appeal to the Indian mind | 

ose are the qualities of the 
distaste for the 
vigorous informs not only India’ $ partial- 
ity for cricket but also its approach to, 
say, tennis: Indian players, eschew Boris 
Becker-like power in favour of a crafty 
delicacy of touch. 

Cricket is said (by those who do not 
understand it) to be a slow game, for 
which read unexciting. It is neither. It 
appears leisurely, but the fortunes of 
either side can change in minutes. This 
swift switch of pace from the deliberate 
to the hectic also seems to suit the 





subcontinental » temperament—not_ ‘too... 





much of any one thing. | 


Such speculations are di fisted by Mr ce 


Mihir Bose, an Indian sportswriter-cum- Bhs 
financial journalist who works in Britain. 

His The Maidan View: the Magic of 
Indian Cricket (Allen & Unwin, £11.95) 


does not find Indian cricket especially. i 


magical. He argues that cricket is popu- 
lar because it has been promoted by 
companies to pander to the westernised 
urban class he calls “middle India”. 

Yet why was it not possiblė to foist 


hockey and football on a gullible public 


in the same way? Could it be that the 
public wanted something beyond the 
straightforward jappeni: of hockey and 
football? a ee 

Another of N Bose dismissive re- 
marks i is that € cxet inl Ser a shallow 




































it OF the ether characters, good 
are found for a few: Mr Herbert 
mbs, the ex-civil servant who became 

ime minister’s adviser, for instance, 
inisters such as Mr William Hayden 
uglas McClelland. Others 
edictably, as villains. But little 
n to people, other.than the 
nd few, other than the author, 








j whith is a pity. The Labor 
ment, after all, came to office after 
rs nservative rule in Australia, 












ust an urban 
idflats of the Brahma- 
:. putra riverin Assam ta the hill villages of 
- Kashmir, youtigsters play the game using 
_ the most rudimentary equipment. Mr 
Bose gets nearer the truth when he says 
"that cricket is popular in India because it 
is ritualistic and Indians. like rituals; and 

- that a three- or five-day cricket match is 
<ua tamasha (a fiesta). It adds to the 
-flavour of life—literally: cone of the fa- 
--vourite snacks at cricket fiestas is chunks 
cs of A pineapple or guava lightly dusted with 






: game. From the mi dfla 


: Mr Whitlam admits. its failure to get to 


grips with the trade unions). It also had its 
achievements. Mr Whitlam might be ex- 
pected to have something interesting to 
say about the recognition of China, inde- 
pendence for Papua New Guinea, educa- 
tional reforms, the creation of a health- 
insurance scheme and a host of other 
accomplishments. 

And, in fact, he does. For, through the 
verbosity and the vainglory, a sharp intel- 
ligence shines forth from time to time. 
The best paragraphs are often those at the 
beginning of the chapters, to which, pre- 
sumably, Mr Whitlam gave some thought 
before he began exhuming old letters and 
speeches. Occasionally there is even a 
joke (“As I explained in the First Annual 
Leslie Wilkinson Lecture of J uly 1969: No 
other western nation has cities in which 
the incidence of urban sanitation is so 
primitive as in the cities of Australia .. . 
We are the most effluent nation in what 
Liberals call the free world”). 


chilli powder. 

Cricket’s hold upon nai has rarely 
been better shown than during the most 
recent Test match against England in 
Calcutta. The Bengali spectators began 
bombarding the team with a variety of 
missiles—but the target was not the 
foreigners but their own team, which had 
slowed down the game in order to rob 
England of victory. If. Indians can be- 
have so generously at the English game, 
one can almost forgive the English for 


that other social legacy, the deplorable 


habit of adding milk to tea. 





Mr Whitlam is patentl 
with a clear, social democr 
the world he would like t 
believes in the strong hand: 
government and vigoroush 
altogether persuasively, de 
centralist (he apparently i 
diction between his ega 

































hold his own, wheth 
economic record of the 
ment or discussing arcane pe 

He is also a cultivated m: 
resist telling the reader that 
trameters or pentameters are 
form of satiric verse”, just a 
resist remarking that his suce 
Malcolm Fraser, “whose nat 
was in country and westerr 
office “converted the musi¢ 
prime minister’s residenci 
toilet”). Mr Whitlam coul 
have written a readable bo 
Labor government containing 

ulating thoughts about Austr 
world. Unfortunately, this is no 



















































Cuban prisoners 
Poets in prison 


AGAINST ALL HOPE. By. Ant mio Valla- 
dares. Alfred A. Knopf. 381 age: 

$18.95. Available in Britain from Hamish 
Hamilton, £12.95. TWENTY YEARS AND 
FORTY DAYS. By Jorge Valls. America’s 8 
Watch. 125 pages. 58. oe 



























Mr Armando Valladares and Mr Jorge. 
Valls were political prisoners in Cuban. 
jails for over 20 years. Both turned to- 
poetry in prison and were allowed to 
leave the country because their work 
aroused international admiration after 
being smuggled abroad, Their accounts of 
prison life show that the pressures on 
them to give up being political prisoners 
and to take courses in “political educa- 
tion” were in the manner of Tomas de 
Torquemada. z 

Mr Valladares, working in the post 
office savings bank, made the mistake of 
refusing to put on his desk a slogan saying 
“If Fidel is a communist, then put me 
his list. He’s got the right idea.” He w: 
accused of unspecified acts of “publ 
destruction and sabotage”. Mr Valls r 
fused to register for military service. H 
was accused of “poisoning the minds: of 
the people”. : 

Like hundreds of detainees, Mr Valla- 
dares and Mr Valls insisted that they w 
political prisoners, refusing to wea 
blue uniform of ordinary: prisoner: 
would wear their own a ie de 

For long: 














BOOKS AND ARTS 


left naked. The accounts show that life for 
a political prisoner in Cuba is the same as 
in any other dictatorship—horrible. 
Jailers threw buckets of urine and ex- 
crement over Mr Valladares. When he 
was starving, Mr Valladares ate crickets, 
frogs and snakes. At times, guards waving 
bayonets carried out violent searches of 
the cells. Prisoners were crammed in tiny 
“drawer cells”, in total darkness, and fed 
bread and water. At one point, prisoners 
were given a thin diet and checked by 
East European and Cuban doctors in 
what seems to have been an experiment 
in the effects of malnutrition. Men spent 
hours trying to catch sparrows or (great 
delicacy) cats. Relatives were urged to 
write to the prisoners, saying that they 
should give in. Many did, accepting “‘po- 


litical education”. 

These books are quiet accounts of 
remarkable bravery. Both men said they 
survived because of their faith. It may 
also have helped that they met young 
women visiting their jails and later mar- 
ried them. Hundreds of dissidents who 
are not poets remain in jail. Many of 
those who have been freed say they have 
been denied a decent job and housing. 

President Castro was given unusually 
good treatment when he was a political 
prisoner himself in 1955. He wrote from 
his cell: “I’m going to have dinner. Spa- 
ghetti and squid, Italian chocolate for 
dessert, with fresh-brewed coffee and an 
H. Upmann No 4 to finish off. Don’t you 
envy me?” Those he now keeps in prison 
certainly would. 
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strike me pink 


Should black-and-white films be shown in colour? 


Battalions of film makers are banding 
together to keep some of the best movies 
ever made out of the hands of interior 
decorators. The American Film Institute 
is mounting a campaign to prevent black- 
and-white films, like “Casablanca” or 
“From Here to Eternity”, being artificial- 
ly coloured by computer. In the ranks are 
film makers like Elia Kazan (who made 
“On the Waterfront”), John Huston 
(“The Maltese Falcon“) and Woody Al- 
len, who shot “Manhattan” and other 
films in black and white long after colour 
had become the norm. A second front has 
been opened in Britain, through the Di- 
rectors Guild of Great Britain, under the 
veteran Hollywood director, Fred Zinne- 
mann, now based in Britain. 

Old monochrome movies are being 
coloured because many modern audi- 
ences will not watch them in their original 
state. Brought up on colour, they switch 
channels when black-and-white films are 
shown on television. Two companies, 
Colorization Inc of Toronto and Color 
Systems Technology of Los Angeles, of- 
fer to make these movies more acceptable 
(and therefore more profitable for the 
television or video companies) by arbi- 
trarily assigning colour to particular shots 
then turning a computer loose on the rest 
of the film to finish the job. 

Sacrilege, cry the movie makers. 
Would Michael Curtiz, if he were alive. 
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have approved of turning “Casablanca” 
into a red-hot passion pit? Fred Zinne- 
mann, who took pains in “High Noon” to 
give his western the look of contemporary 
photographs, regards “‘colourisation™ as a 


= 


moral outrage dictated by greed. He and 
fellow film makers in Britain—encour- 
aged by the British Film Institute, the 
National Film and Television School and 
film critics—want the best films of the 
past protected by law. like listed build- 
ings. Let the money-bags, they say, make 
their fortunes out of the ninety-and-nine 
that need no protection. Keep the master- 
pieces unsullied. 

But who is to say which films to pro- 
claim off-limits? The Directors Guild and 
friends are happy to draw up a list which, 
they claim, would not exceed about 2% of 
all black-and-white films. Maybe, but 
perceptions change. Twenty years ago, 
the critical establishment would have con- 
signed the films that Alfred Hitchcock 
made in Hollywood to the dustbin and 
preserved only his British pictures of the 
1930s. Bye-bye, “Notorious”; so lone 
“Psycho”. 

Some, too, will say that a campaign 
designed only to protect a definition of 
“classic” films that changes every season 
and which would cast, say, Laurel and 
Hardy or Rogers and Astaire to the 
colourisers, smacks of elitism. Some films 
might even benefit from colour. Busby 
Berkeley would probably have shot all his 
musicals in colour if he had had the 
option in the 1930s. And is any irrepara- 
ble harm being done? Colourisation is 
confined to electronic media; the nega- 
tives are not touched. Let those offended 
by synthetic colour on video and televi- 
sion turn the knob and restore “Citizen 
Kane” or “Great Expectations” to their 
pristine, black-and-white glory. 





It’s still the same old story, but the wounds look much more gory 


THE ECONOMIST AUGUST 16 1986 








Do transnational corporations with business in South Africa help 
sustain or erode apartheid? 

___. This and related issues were torn apart and examined at the 
United Nations on September 16-20, 1985 during the Public Hearings 
\ctivities of Transnational Corporations in South Africa and 

A panel of eminent diplomats and political influentials heard 
a wre than 50 informed persons, examined documentation, and 

made their recommendations. 


Now, those recommendations, the verbatim transcripts of the 
hearings, the written statements of the participants, a representative 
listing of country, state and municipality laws and regulations regarding 
investment and trade with South Africa, as well as a comprehensive 
bibliography for further research, are available in four volumes from 
United Nations Publications. 


Ideal for executives with interests in South Africa, international 
lawyers, world government leaders, students and educators, these 
volumes will aid in policy and opinion formulation. 
| Volume One, The Report and Recommendations of the Panel of 
Eminent Persons, is available for $65.00. The series of four volumes is 
offered at $200. Send check or purchase order. 


For more information, or to order, write UNITED NATIONS 
_, PUBLICATIONS, Room DC2-853, New York, New York 10017. 














| SOUTH AFRICA TO 1990 


| of the 1980s. 
| America US$180. Rest of World £98. 


|THE UNITED ARAB , 


| America USS145; Rest of World £78. 


| PORTUGAL 
| The Challenge of Modernisation 


| to more stable growth, and attract an increasing S 


| Will Retrenchment Work? 


| After decades of economic disorder, Zaire is now in the- 


| 
| 
| 


| CI The United Arab Emirates. No.238. 


| 












TheEcono 
y Intelligence 


COUNTRY SPECIAL REPORTS: 


INDIA TO 1990 
How Far Will Reform Go? 


What are the results of the recent economic fheralisa 
in India? Can it continue, and what would be the outcome 
of a sustained commitment to such policies? This repo 
studies these questions, examines the new Five. Y ear Plan 
and sets out Tom projections to 1990. it Dia 
details of the liberalisation prograrnme and analyses 
henry for key industries. 

1054. Price inchiding postage: UK & Europe £95; 
North America US$1B0; Rest of World £98. 

























Growing to Survive 
What is the economic outlook for South Africa over the 






next five years? Can the economy be expanded fast 
enough to defuse unrest? How far will international 
Sanctions inhibit trade? Written il a South African 
economist, this Special Report ta a dispassionate look 
at the country’s prospects. including a detailed five-year 
economic forecast, it aiso offers lonii economic 

scenarios, projects likely political developments and E 
reaches some guardediy optimistic conciusions for the rest : 














No.239. Price including postage. UK & Europe £95° North 







One Market or Seven 

This report analyses the development prospects of major 
economic sectors, in the light of changes arising. trom. ~ 
recession in the Gulf, the departure of migrant workers, == 
recent oi! discoveries in the Northern Emirgtes and the ~ 
impending bapa of the federation’s provisional constitution” 
in December Air 
No. 238. Price including postage: UK & Europe £75; North 4 
























TO 1990 


Portugal has beef characterised by economic crises and 
erratic growth for the past decade. Can ‘it now settle t down 


hare of 
foreign investment? =e into the EC and the recent. 
election of a new mt symbolise a new future. But. 
deep economic pro a remain, not least a very heavy: 
debt burden. This Report assesses how far the current o: 
liberalisation trend ae Sg and presents detailed forecast 
for the next five yea ob 
No.237. Price se postage: UK & Europe £95: North Es ieee 
America US$180; Rest of World £98. | 


ZAIRE TO THE 1990s 


midst of an unprecedented economic reform programme =.. 
under the guidance of the IMF. Gan ped ee ie 
curbing inflation, improving budgetary. disc ee 
attracting foreign investment be IAMAI T he rn 
assesses the prospects of the current: phase of austerity 
being transformed into sustained economic growth by 4 
end of the decade. 

No.227. Price including postage: on & Europe £75; North 
America US$t46, Rest of World £ 

Reg Office: 25 St James's Street, London ae THO. Reg Ne. 1775674 


g Office: 25 St James's Street, London SWIA IHG. Reg No: 1775671 


Please send: 
© tdia to 1990. No. 1054 


C1 South Africa to 1998. No.239 


C Portugal to 1990. No.237. 

E Zaire to the 1990s, No.227. 

i Full details of the current range of EIU publications. 
| enclose payment of PASS ec cec cece cre ened 


re lS ee eee ee ee ee ee ee ee eee ere ee tAvsrry ydd 


‘The Economist Publications Limited 
Marketing Department {ERD} 
40 Duke Street. 

London WIA 10w, w 





10 Rockefeller Paza ; ‘i l 





easy te: 





- International finenoial organisation headquartered in Washington, 
~ DC, häsa challenging position for a Data-Base Analyst to design 
-and implement a major socio-economic data-base project related 
to its development lending programs. 


“The person we seek should have advanced training in information 
-processing technology and a solid background in economics, 10 
to 15 years’. experience. with information systems analysis, of 
which five should be in data-base applications; experience in 
analysis and design of systems using DBMS; and familiarity with 
“socio-economic: time-series and experience in time-series data- 
base applications. Our current computer environment includes 






“successful candidate should be proficient in English and have a 
good working knowledge of Spanish, as well as excellent 
-communication and interpersonal skills. 







(including relocation cost). 

- Please send detailed curriculum vitae indicating list of references 
to PO Box 66, The Economist Newspaper Ltd, 10 Rockefeller 
E E New York NY10020 USA, no later than 5 September 











"613 765 to$17 782 p. a. INC. 


_. The Electricity Council is the central co-ordinating 
_ body for the electricity supply industry in England 
and Wales. — 

We are seat for an Economist to join our group 
of highly qualified staff concerned with a range of 
-= commercial, economic, planning and energy policy 
__ matters. Work includes the preparation of short, 
medium and long term projections of energy 
requirements together with other economic 
analysis relevant to the electricity supply industry. 


You will contribute to all areas of the work, initially 
- with particular emphasis on macro economics and 
energy policy. 


-You should have a first or second class honours 

degree or equivalent in Economics or related 

» discipline together with a number of years’ 

=- experience of economic analysis and should be 

capable of taking responsibility for a particular area 

of work. 

< Please write in confidence, giving details of career to 
_. date and present salary quoting Ref 93/E to: 

_ David Webb, Recruitment Officer, 

- The Electricity Council, 

g 30 a London SW 1P 4RD. 


oath onc onel ge 








PAPA E ENEE pet theme A 








The University of Adelaide 7 


invites applications from both: women ee 





81 with MVS operating system and IBM DB2 DBMS. The | 


We offer a two-year contract with excellent salary and benefits 







































and men tor the following position: . 


ECONOMICS 
{Tenurable) 


(Ref: 1391) in the Department of. ECO: 
NOMICS. The appointee will teach un- 
dergraduate and postgraduate courses. 
and will be expected to. participate. in 
| the Department's research activities. 


| | Applicants should have, or be close to A 
| completing, the degree of PhO in Eco- 


nomics, or equivalent. Applicants 


whose areas of interest include one of- 
| more of the major branches of econom-. 
ic theory, particularly macroeconomics, 


are especially welcome. However, 


| | those with interest in any area of eco- 


nomics, including econometrics, are 


| | also encouraged to apply. 


The position is available from 1 Febru- 
ary 1987. 


| | The Department anticipates being in a 
| | position to make a further appointment 


in the near future. 
Further information concerning the du- 


| ties of the position may be obtained — 


from the Chairman, Department of Eco- 


| nomics, Mrs M. Meyler, telephone (08) 
i 228 5528. : 


| Holders of fulltime tenured c or. tenure: a a 
| ble academic. assert have the 
THE UNIVERSITY OF ADELAIDE IS 


opportunity to take leave without pay 


i ona haif-time basis for a specific period 
| of up to ten years where this is neces- 





- Australia 5001 








sity for th \ sid anaren: 


it is ‘Univ 
















LECTURER/SENIOR LECTURER IN Ko appointme 























"y m con 
Lecturer: A$37,381 x5 


; IN DUPLICATE 
er 1391 ant 

5 finclud- 
ing whether candidates h ali 
permanent residency stal i 
academic qualifications and nan 
and addresses of three referees should 
reach the Senior Assistant Registrar 
(Personnel) at the University of Ade» 
laide, GPO Box 498, Adelaide, South 
{telex UNIVAD AA 
89141), not later than 30 ee 
1986. 


The University reserves the right to 


_ Make inquiries of any person regarding 
any. candidate's suitability for appoint- 






not fo make an appointment or to 
po int by invitation: 





AN EQUAL 
EMPLOYER. 


OPPORTUNITY 


Applications are invited for four posts. 

Studies which is to be established -an 

institute concerned with strategic ¢ - 

planning in Sr Lanka. doi are advertised for Senior 


Apseareir Fellows, 


relations and otpoleies for rural areas. | 
Successful candidates will be Sri Lankan nati nals. 


graduate degt 


research ‘experience. They must be- krowie 


Lankan economy and prepared to | 
team; they must be capable of: 
professional research team on k 


the Sri Lankan econ 


Initial appointment: 
be negotiable, but will 
of tax. 


Applications should 
Pianning, Ministry O 
Colombo 1, Sri Lanka 
October 1986. 





| agra 
and neil a 


coro Building, 
ot later than 15 












MARKETING 
ECONOMIST/PLANNER ~ 


Southern Home Counties | 
A challenging and exciting position has become available within a major British consultancy, a market | 
leader in its specialist field of energy engineering. 


Our ambitious client is an established force in this expanding and absorbing discipline, witha a firm. 
view towards growth in the late ‘80s and into the twenty-first century. 


sppoinircin w be. for a fixed | 
-Of one year from 1 October, | 
r as soon thereafter as. possible. 


5 must be willing to assist in 
the junior honours course in 
cy Analysis, and should 
iterests in one or more of 
Soviet Foreign Policy and 
Arms Control and Disarma-. 
. nited Nations in ornata | and recommendations. 


The new appointee, reporting to.a main board director, will be required to analyse and: a 
ent and potential markets on a world-wide basis — to include demographic ands so j; 
taking into consideration legal, economic and political factors. . 


The ongoing task will demand that the successful applicant has the resilience 
intellect to convince the Board to embark on long-term business plans as at 


‘|. Applicants probably aged between 30 and 40 will ideally have an Economics degree 
| — years experience in a similar technical and commercial field. 


An attractive package will be offered together with the prospect of long-term security 


progression. 


For a preliminary discussion and further information please telephone R.J. Unger on (07072 ) 
_ Or write to him at the following address quoting reference EC/651/RU. a 


niversity, Regent Walk, “Aberdeen i 
ABS 1FX, with whom applications (2 

: _-opies) should be lodged by 5 Septem- 
er er 1906 No ER/042)}. 


F LANI AS ER 


os -Econom S but ‘candidates 
= International Economics, Econ 
> will be preferred. The successful idate will be e 
» both undergraduate and postgraduate t . 
ternational Economics and Economic: evelop nent 
from tOectober 1986 to 30 id 1988 hai will be made at the 
Lecturer scale (£8,020-£15,700 under review). A second 


hot needed from those who responded to the previous . 


s0 wish their names to remain on v consideration, 


esearch and anys economic trends in the United Kingdom and 
nally with emphasis of Construction, Water, Energy and Trans- 
-particular need is to provide analysis i in support for infrastructive 
and the public presentation of the problems of the construction 


cant, probably employed in: the Public. Sector, a Nationalised 
or Local/Water Authority, is sought. He/she must have a degree in 
ics, 4 to 5 years experience in one of the above, and have the 
ability to sif sift and present information and statistics clearly and concisely. 
ary will be circa £14,000- £15,000 according to qualifications and 
rience. Annual leave, 25 days and 6 privilege. days, corm Dubey 
Assurance and Permanent Health insurance. 3 


witt be vono in ‘strictest t confidence. Application forms on 


Swi 


ponte candidates in any field of | |. 
ing and research interests in | [- 
eet and Macroeconomics F 


rabh in the areas of 
he: appointment 


nent, Institution of C Civil Ene E 


EXECUTIVE SELECTION ASSOCIATES LIMITED 


17, THE BROADWAY, OLD HATFIELD, HERTFORDSHIRE AL9 5HZ d 
TELEPHONE: HATFIELD (07072) 64311. TELEX: 267003 === 


RCH 


A Rew formed Institute: tor: cocoa ‘and coconut research near Rabaul 
requires its first Director. The appointment provides a rare opportunity 


m@... to assist in the development of a new organisation from inception, 
~ dealing with two crops of considerable economic and social importance 


in Papua New Guinea. Some staff members have already been 
recruited. . 


The Director will be’ required to assist in planning and initiating 
programmes, together with directing and coordinating ail aspects of 


: _fesearch, including ‘pl lant breeding, ‘crop protection, agronomy, crop 


physiology and product. preparation. The Director would oversee _ 
collection and presentation of result and through maintaining links with 
growers, assist in the practical application of research findings. 
Monitoring training programmes for national research officers, and _ 
administering {with assistance) all aspects of the institute and is. sub- oe 
centres are further functions. 


| „Qualifications include a higher degree and a proven record in a similar 


situation, if possible in cocoa-coconut cultivation or other tree crops. 


_ Preference may be given to experience gained in a commercial or 


semi-commercial environment, with a demonstrable abil ms to 9 get a 


_research team to work together effectively. 


The contract is initially for three years (renewab! e with salary 7 
negotiable from Kina 44,000 per annurn plus 25% gratuity. Housing 
and transport are provided and six weeks annual leave is given: ‘Other oS 
terms and conditions of service are attractive. 3 i 


interviews will be held in London in September, PEE should send 
& full cv. (including a telephone contact number} to: 
Walter Judd Limited (Ref. L761), __ 
(incorporated Practitioners i in Advertising), 

ta Bow Lane, ~ 


„London EC4M 9EJ. 





DEVELOPING 
“COUNTRIES 


the Bernat, appraisat and implemen- 


tation of infrastructure projects. Appli- 


cants with particular expertise in one. of y- 
sectors would be expected | 
antial contributions in the. 


foliowine 


; tastructure-related courses fun annu- 


ally: Water supply, sanitation and-related | 
health aspects; Power, Transport. The | 
person appointed will have relevant over- | 


-seas operational experience and of 


teaching. The post is full-time for a period | 


-of five years. Salary on scale £8,020- 
£15,700 pa. Superannuable. 

| Application forms and further particu- 
Soe Irom tho Deputy Secrets y (Ref: 


STO PRC/LA2A/Econ), Univers ity f Brad- | 
‘ford, West — Di BD7 iDP. Clos- $ 


| ing date: 31 August 1986 
AN EQUAL OPPORTU 
EMPLOYER 


"Pay and nd Benefit ts 


| University of 
Newcastle Upon Tyne 


Regional industrial Research Unit 


|| DIRECTOR | 
up to £15,700 


Applications are invited for the Director- 


| ship of this newly established unit 


which is located within the Centre for 


Urban and Regional Development 


Studies. The unit, which has been es- 
tablished with the support of the- 
Departments of Environment, Trade 


| and Industry, the Manpower Services 


Commission, and English Estates, as a 


Company limited by guarantee, will 


carry out policy research to underpin 
the activities of the sponsors relating to 
the economic regeneration of the 


- Northern Region of England. It is also 


hoped that dissemination of the re- 
search will assist the activities of other 


T Lf} 


_ Member-the May Group 


locaj agencies involved in a i 


development. The successful candi- | $a 


date is likely to have a first degree and 
subsequent research experience inthe | 
Social Sciences involving industrial. | 
and labour market investigations. A. 


proven ability to design, manage and 


report on research against a tight dead- 


line will be an asset. The Director may 
have the opportunity to be involved in 
the appointment of additional staff and 


to work closely with researchers ine 


| A private non- traditional | versity. 
| offers degrees to mid-career adults 

entirely at home and with. full . H 

{ credits for life/career sou ee, 


Neil Gibson & Company. Dept E, Ne 3 


\ PO Box 3. — ii 


CURDS and officials of the ‘Sponsors. a PES 


The employment will be for two years in 


the first instance and will be on the a cages eel 


scale £11,790-—-£15,700 according | 
qualifications and experience. Furth 
particulars can be obtained from Mrs... 
Houston, 


Tyne NE1 ZRU with whom letters of. 
application, naming two referees, 
should be lodged not later than 12 
September 1986. 


the UK leader in 


Victoria 


; Surveys 


Administrative Assistant, | f- 
CURDS, University of Newcastle upon | | 


ter programme on ‘he French. Rivi- 
era. State age, goal ievel and time 
available. | 


Center, BP 176, LISIEUX 14104 
dex——-FPRANCE. Tel: 31.31.22.01. 


More than 900 students from 75 mations ~ — 
a truly international community. -- 


E E AE 3 
Business Administration; Computer 


s HAY-MSL p pre oduces é ranga of surveys of pay and benefits that are the most authoritative 
and compreher n the U.K. We have a major programme aiready underway to further 
enhance the range a id quality of the: 


We are looking to fill a number: of both junior and more senior positions, the former with 
recent graduates and the latter with graduates who already have related work experience. 
| Successful. applicants must be interested in the design, development, administration, is 
_ ‘analysis and presentation of pay and benefits Surveys, and for the senior positions must also. seki ve: 
: be e wiling to market the surveys and work extensively away from the office with clients. = 
-Starti aries for th junior positions: will be £8,000 ~ £8,500 plus bonus; for the more p 
senior position ary will depe p id on experience. ee 


«V. including current salary, or telephone for an application forint i 
ASL Management Consultants aroue Ltd., 52 Grosvenor Gardens, 
:0 1-730 0833 Ext. 371. 


SEN AES Science; | Mathematics; 





“secure in their Jobe or Professions. 


ive da Biv, Los Angoles, California 90049-—Dept 137--USA 


LAW/PUBLIC ADN | 3 iE 
| computer Studies, parish, Bomen 
English, College Pre . Language of instruction-English. 


-4 @inter campus and US transfer. GOBBA & MBA evening tiasses in London, Paris & Heidelberg, i 


Schiller International University 
Dept D3,51-55 Waterloo Road, London SE1 8TX Tel:{01 )928 8484 


_Telex: 8812438 SCOL G. Accredited AICS, Washington DC USA) 


UNDP 
fee nesia for an Urban Economist/ 
Pre join, UNDP—assisted Ur- 


pda Developing caine experience 
ackground in quantitative analysis/micro- 
applications, important. Length 
at flexible, but continuous period of at 

1 2 months preferred. 


zend curriculum vitae to: 


. Hasfarm Dian Konsultan, JL. S. Hasan- 
.6, Jakarta 12160, Indonesia. Att. Dr 
Si or Dr J. L. a 


HOME STUDY COURSE in econom: | [7 : 
ics. A 10-lesson study that will throw | | “Taking the T ae Sia 
light on today’s baffling problems. Tu- , 

ition free—small charge for materials. | | We CAN help 
Write Henry George Institute, 5 E 44th Write to: 


St, New York, NY 10017, USA. Th Tutoriais, GTAC Associates, 


FREE: gcd London. Soap. 
@t: 01- 993 3983 


The Secubiibis of f Kiribati, ae the Gilbert Ba es 
Islands, became an. independent nation within the = = < J- 
Commonwealth in 1979 and has apopulation of 
around 57,000. There are 33 islands scattered over 
2 million square miles of sea and communications — 
can be difficult in what is one of the most isolated 
territories of the Commonwealth. i 
Miian a Chief Planning Officer is is required to 
EE “siege a and spot aba be me Central 
Planning of the Ministry of Finance, reporting 
to the Secretary for Finance, Takin 1a 
view of the economy specific responsik inch 
` co-ordinating and directing nat nal planning in — 
public finance, rural development, development 
projects and manpower; assisting with preparation of 
the country’s national development plans and annual 
budgets; advising on foreign investment; and 
preparation of Cabinet papers. 

Applicants should be British Citizens with a first 
class Economics degree and a post-graduate degree 
in economics or a related subject. and at least 10 years 
relevant experience of development economics some 
of which should have been gained in a National. 
Planning Office. 

The appointment is on wontract to the Government 
of Kiribati for a period of 22-24 months. Local salary is 
7,397 Australian Dollars pa, plus a tax free supplement, 
payable by ODA, in the range £15.48 to Saison pa 
A terminal gratuity of 25% of local sa 
payable. Other benefits normally ir 
passages, children’s education allowances and 
subsidised accommodation. Exchang 
22 July 1986 - £1.00 stg.=2.3920 ‘Australian Dollars. 

For further details. and application form, lease | 
apply, quoting ref AH369/AMcG/TE, : 
concerned, and giving details of age, qualifications 
and experience to: Appointments Officer, Oversea: 
House, Eaglesham Road, EAST KILBRIDE, 

Glasgow G75 SEA. 


Britain helping nations to o help themselves 1 



















REVACS.A. 









Py ine. selection of apartments and chalets | 
: available with authorization for foreign- 
ers. Reasonably priced. Excellent terms. 






| grope PLAN S. A, AV. Mon-Repos | 
CH-1005 Lausanne, Switzerland. | 
at fei: (20 22 35 12 Telex: 25185 melis i 



































__ [ow 10 own A RANCH 
| FOR LOVE AND MONEY 


A thoughtful approach to purchasing and 
5 managing farm and ranch property for | 
itn the serious investor. For brochure write 






Sm . 


| | You E FREE! i 






The- 
Middle East Economic Digest’s | 


l Report 


oS “525 pages sof AA fipiře and? 
ive a isle on Saudi’s economy 
oe covering: 

© @ Oi Policy 
-@ Finance 
-© Industry and Construction 
- @ Infrastructure and Services _ 
@ Contracts 7 
Written to help you: make the : 
very most of business — sh 
_ Opportunities in this major — 
~ Gulf state. And it’s you 


































the MIDDLEEAST f] 
ECONOMIC DIGEST, the — 





; ki news on the Mi East. 


SWITZERLAND 
Sale to foreigners authorized 


< Buy your STUDIO, APARTMENT or CHALET on LAKE GENEVA, MONTREUX 
: orin one of these prestigious summer and winter-ski resorts: CRANS-MONTANA, 


VERBIER, VILLARS, LES DIABLERETS, CHATEAU-D'OEX/GSTAAD & JURA 
i from Sfr. 110" 000. 60% credit at 6'2% interest tor 5/20 years. 


52 ruede Montbrillant 
_CH-1202 GENEVA 


EE; with the compline ents Pd 
“EEAST 


- leading publishers of business Th 









Tél. 41-22/34 15 40 
Télex 22030 





Tanzania 


_ The Tanzania Electricity Supply Company 
(TANESCO) supplies some 93% of the power 
consumed in Tanzania and provides a public 
electricity service to approximately 590,000 
consumers throughout the country. It is about to 
undertake a 342 year rehabilitation and training 
programme, valued in excess of $90 million, and 
funded by a consortium of authorities including 


the World Bank. 


As part of this programme, we require the 
following personnel. 


Financial Advisor 
We're looking for someone with a ae 

graduate qualification ~ at least an MSc — 

Finance who is a member of a eont 

Accountancy body. You'll need at least ten years 

post-qualification experience as an Accountant, 


with some advisory or consultancy experience, 


five of which must have been gained with an | 
electricity undertaking. You'll also need a thorough 
knowledge of computer operations and controls 


as they apply to financial transactions ~and the 
ability to pass on your skills through a suitable 


training programme. 

During your career you will also have gained 
a thorough knowledge of Financial Analysis, a 
working knowledge of Economic Analysis, and 
you will be familiar with the design and implement- 
ation of computerised management information 


system, including planning, budgeting and 
budgetary controls. 


. This is a prestigious appointment and you 


| will be advising, and directly responsibie to, the 
Managing Director. Among your priorities will be. 


a review of our accounting manual and financial 
regulations - pius constant systems review — 
with a view to instigating improvements where 


_necessary and summarising accepted systems for 

“the manual. You will liaise with other directorates = T 

- inorder to set up the required Information Systems. | 
+ and project future financial systems requirements 


2: int line with our expansion. 






es : oat least an MSc whois a member of one of the 





; : Computer Services Advisor 


We're looking for a Computer Graduate with 


for sale, Apts ad chalets is in 5 the: magnificent summer wats winter? ski-resorts 
of CRANS-MONTANA, VILLARS, LEYSIN, VERBIE. 
Ask also for Aparthotel Bonivard on GENE yA LAKE-MONT sions 


Prices from SF 120°000.-. ee mine i at. 6.5% int. 






















CHATEAU POEX, e et : 












| computer associations You'll need a minimum of 


en doa must 


Sign. 
During this ee we would also expect you 


to have gained practical experience in the use of _ 


micro computers, computer network communi- ` 
cations: designing and implementing a data base 
management system; dealing with management 
of information systems with a bias towards a 
decision support system; and distributed data 
processing. In addition a thorough knowledge of 
data structures and knowledge based systems 
would be an advantage. 

_ Probably already working.in a Utility _ 
company in billing and revenue | collection, stores 
and general accounting as we las paro apoli- 
cation, you will act as an advisor, andre dir : 
to our Data Processing M 








Generat | euan j o Payratl 8 3 perenne! Records i 
and Stores Systems and make recommendations © 


accordingly, as well as investigating the develop- = 


ment of new systems. 
~ You would be expected to participate i inthe 


: training ofouw EDP staff in recent developments 


in information processing techniquesand 
methodologies, as well as being involved in the 
planning of a management information system 
at corporate leve 

For both positions considerable expertise is _ 
required and itis unlikely that anyone under the — 


age of 35 years wil i have gained the necessary 






experience. 


Successful licants toan expect a com- 





Please write with recon to 






- Our Client seeks a talented individual tofi llanew Posi ition i in 
their irhighty successful CapitalAppraisal Unit, _ 
zo -Asa member of this small, professional team, you wil carry 
Hinancial/econom ic appraisals of capital projects, 
Wch are very large and atthe leading edge of technology in 
far and DP systems. You will also T in the PATA of the 7 


rena 
= H ; aai ies yon ha Ae © yena Pe of 


> se comunicaron si sk il : aqvestonng. 
ach and: n ee abil ity 


409 moor or ‘send detail $ G a LT-36 to her at 
Le Tissier Execu ve Selection, 
Ely House, 37 Dover Street, London wix BORD. 


service response and client concern, sufficient to warrant contract | 
approval of the World Bank. 


The Procurement Agent's. seas contacts m mi 
knowledge of international markets will ensure the best possible 
- prices, terms, and conditions for the Project. As well) the Agent will 
= ibe widely e experienced i in preparing major tender documents. 
; sourcing, negotiati ions, arranging shipments and clearance: carrying 
_ out inspections. pursuing insurance claims, monitoring the progress 
- of orders, ete. Considerable experience with World Bank wae fd 
-o procurement for Nigerian clients will be adistinct advantage. The. A 
-Agent will be required to show evidence of his ability and _ =: 
willingness to advance his.own funds. for. rlarge- -scale purchases for 
: subsequent reimbursement, Pisa” gk te 7 Ag: Ke 
"Tp be considered, submi ions fon ekpericnéed Agents 
: meeting these specifications must be accompanied by a pre- 
qualification fee of USS30 ealed quotations clearly marked 
‘Quotation for Procurement Agent Services’ must include — 
l corporate descriptive brochures, a sample of the proposed r 
ernational Procurement nt Agents with agreement, full details of fee schedules and service charges, list of | 
poceable c c anok andan earnéc rer tation for tenacity, present clients with approximate. volumes, specific details of 
a | su experience in Nigeria. and financing capabilities, and addressed to: 


Project Manager 

SOKOTO HEALTH PROJECT. 
P.M.B. 2191 | 

i4, Sultan Abubaker Road | 
Sokoto, NIGERIA 


C LOSING DATE 16 hee 1986, 











HANDWRITING ANALYSIS 
4 Suspect Documents: Examiner of Forged/ 
i Anonymous writing. 
` Also Personnel/Character Assessment. 















P. Lavell 
9 Village Close, London NW3 5AH. 
Tel: 01-794 6060. 
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Tre. well-capitalised UK/European 
| brokerage: house. We ie in retail/small 
| institution business and our philosophy ceñ- 


| 50% of the equity in our firm will be available | 









re complex. mplex ii to the appropriate partner. 
"KENEGIE MANOR Replies in confidare to: 
- GULVAL, PENZANC The Economist r Ltd 
Tel: aati Box 64, 10 Rockefel r Piaza 
man New York, NY 10020 
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excellence in A & service 
Single bedroom £33 plus vat 
Double or Twin £40 plus vat 










; * sumptuous: buffet breakfast * col- 
_ Our tv, radio ” direct dial telephone * | 
hair dryers” tea/coffee/chocolate in | T 
bedroom * most rooms with private TE 
facilities | » 
Bid NUMBER EIGHT, 
South Ker 's Gate, 
een, 


SW7 AHH | 
Telephone € O1-3707516 


Tange self-instructi 
courses that Akai work, Full money- 
; aal puina i not satisfied. 











RAN German portupese Thai 
Chinese italian Russian Turkish 







| sar 887, 3 jt Kensington Church St 
London W 









Costa Rica, “under ae 4812 and its bylaws, provides the opportunity for 

= investors to achieve capital growth, high yield, tax highly-respect 
democracy where personal PY is not required, and an international- _ 

yea pated ed travel document i 


K iminithüm investment of uS$50, 000 including stable income will achieve 
this, Write to: 


_.. FIDELITY MANAGEMENT INTERNATIONAL, INC. 

m 450, PO Box nny) Centro Colon 1007, San Jose, Costa Rica. 
i «Tel: : (500) 22-1659 or 23-7362. 

Telex 48094 FIMAN CR. 






























-WITHOUT RISK 
Fiti tures trading with a full capital guarantee 
{minimum investment U.S.$ 20,000). 

_ Write today for a FREE brochure 
and please in include om telephone number. 
__ Since Bop Bn 
© Varien ia 


7 02/640 N 
MITED B Telex: 64978 dunn b- os -Â 
orgni International Group 













| Are you pereas a panner oral 


i Smal, junds site ee held Florida j 
| NASD. iy expa Em nding pr association with 1 


- tres around international diversification, Up to | | 


* Consulting/A Ean i aa H. L Darlington. 
| * As Contact nk Introductio ons 9a; Panama. Tek: 
E Please write or cali stie Hal: rot 


[j> Handing of mtomnational transantions 


Frerich _Japanese gid urdu i 


Ot }937 1647 





50 to 300 mi ition banels ol rnei = l 
potential in North.Sea structures. be See 
production. Seismic completed, First l 

wells. in 1986,- development in early f F 

| 4990s. Private or corporate invéstors: 
(any size) invited. fi 
Contact company representative. 


Dr H. Baugh > 
Telex: anaran eas <d 









CAPITAL: CVs prepare ‘high wed K 
| curricula vitae. Tot: a -607 7905: fox 














resence in Liechtenstein’ — ste confidentiality and žerdi 


witzerland? | | vide complete c 
“ Controlling Marketin ae tone qo s EG ‘offer. company forma: 
* Off-share. eines i È 























Tel: 0787 11 77, Folex 889119 ELKU FL 





AUTHORS WANTED BY 

NEW YORK PUBLISHER 

Leading book publisher seeks manu 

scripts of all types: fiction, non-fiction: 

| poetry, scholarly and juvenile works. 

1 etc. New authors welcomed. For com 
plete information, send for free bookie: 
$-92, Vantage Press, 516W, 34 St 
New York 10001. 





SWISS HANDLING OF 
INTERNATIONAL 
TRANSACTIONS 


The key cavnpary for 









* Back io back operates l 

* Companies formahon. domination and 
adrmunstation 

* Sotting up countertrade ‘harters 

* Marketing countortradi products 

+ Fiduciary and trusting soricos 


DE BERIG SA. 













GATEWAY TO IMMIGRATION How ta tw 

tablish. a new homeland. USA-UK 
ptalia-Switreriand in detah 
: b prospects ne 
“| ties and much more. This invaluable 
report costs $39. Details from inves) 
—— | Publications (Quote ref: EC2), PO Bos 
R |} 158, London E18 2ND. Tei: 01-263 
ooh fb 8825. Telex: 266266. 













Telex: 421 896 DEB cH 














Commodity Traders Consumer Ri jort additionally 
ranks Peter Brandt's newsletter the “Factor Re- 


GEOLOGICAL 
ll ee ou in marg cay i: CONSULTANT 


smallest drawdown in equity. $3,758. Mr Brandt } Mining geologist, PRO, 18 years interna- 
wi be accepting a limited number of mana | | tional experience, will undertake assign- 
ecounts where HIS ONLY COMPENSATION a Pad ments na, peine review of your North : 

BE PE PERCENTAGE OF PROFITS. Fordul disclosure t- F 7 i i N 
nd FREE COPY of f f fo j 


















pes of Pension ASO 1953, Telex: 296466 DWLS UR. a 


H types A Pension Accounts. 
















R/ATTN VANG. Al 

i accepted. 

A ENEN pading Disciosu 
mance is no guarantee of wore re rere. 













A smalt family owned and run hotel nee to! 
in suites—from £48 per night plus VAT. 
English or Continental breakfast to order. : 

For reservations, telephone 01-584 prha E 


or write to: 159. heptane 
SWIX7PD. 










ECONOMIST 
For information about 
classified advertising 
opportunities 
contact 
Elizabeth Harvey-Lloyd 
The Economist Newspaper Lid 
25 St James's Street = 
London SWIA IHG => 
Telephone: 01-839 7000 
Telex: sepa ECON Go 


aiga. Medlock 

The Economist Newspaper Lte 

10 Rockefeller Plaza 

New York, NY 100 

Telephone: 212 841 573 
Telex: ngapi | 







































DEMAND OBS West aans s confidence that its growth would 

ily ick up has. jeen proved correct: its real GNP grew at an annual rate of 7% 

second quarter of 1986; the 12-month rate of growth quickened to 3.5%. The 

1 economy also grew faster in the second quarter, with real GNP rising by an 

14. 5%. But Japanese industry increased its output by only 0.3% in the year to 
British ee production tell 1.3% in the same period. 


3NP/C retail sales unemployment % rate 
3 aul 1 year 3 m :tyear latest year ago 
+ §.0012 8.3 {7} 8.2 


+2. 23a E: 23 
Ei 9.9 ium 10.4 


es 3a) 0.8 6)" 
4 H7 6* 


an by 22% in year t 
sonsumer prices. In the ey to a Jaya consumer prices rose “hy 2.0% in France and 
5.9% in Italy. In Holland, prices fell by 0.7% over the same period, and Holland 
ʻeplaced West Germany as the country where. prices are falling fastest. 
K e change at at annual rate 
BaN “consumer Anal wholesale prices" wages/earningst 
a | ; a 


; + 38 (3) 
: + aa (5) 


tes in manufacturing ex i veg) grr 
LISA, nr monthly a ngs k 


60° BT 
Source: OECD. 


THE ECONOMIST COMI J 

INDEX Oilseed prices fell again | 
America’s Department of Agricult 
(USDA) reported that, despite the recer t 
drought i in some states, this year’s soya- 
bean crop is likely to be 1.98 billion. 
bushels, only 6% lower than last yea 
Amid the worldwide glut in vegetable oils 
soyabean-oil prices have slumped our 
der $15 a bushel, a 13-year low, wi 


-atonne ihe week, the lowest for 11 yea 


Prices could fall further when the Americ 
soyabeans are harvested next montt 
Malaysian palm oil ome: 
October. 


79.6 
87.1 


71.5 
77.9 
66.5 


sper oz ` 359.0 364.25 
Crude olf {spot) North Sea Brent 
$ per barrel. 13.95 13.90. 


¢Non-food agriculturais. 


Trade deficit 


62 83 Ba : 
Unemployment as % of labour force 


cece 


ee Austria 


‘figures Seasonal alod except where otherwise sald “Not ol seas, adj. tA 
Jal fe. n.a. Not. avaliable. Smail figures in bracke lenote m 










poe of the falling dollar on aiiin pa Ta Brion on sibie e o A gains 
Belgium, Holland, South Africa and Sweden alir rose to record highs. f 
Stock price indices ee. Chan e On : P 





Australia | 






re | piageat í creditor, with net for- 
in assets of $133 billion. In relation 
GNP, Britain tops the league: its 
-$111 billion of foreign assets are 
equivalent to 22% of GNP. 
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MONEY AND INTEREST RATES The 12-month_ rise in Japan's narrow measure O 
money quickened to 6.3% in June; the growth in the broad money measure slowed tc 
8.5%. Both measures of Switzerland’ s money suppl y slowed in the year to May. 


1835.0 19090 15023 +33 +395 -39 +187 





_ Net external assets 150 


Britain 













7 p Money supply interest rates % p.a. di e; ay, except bonds which are previous Friday) 
ole ts, aa 190 % rise on year ago ele market nerc bank - Bond: pii Eugen 
o End 1985H Narrow [ } 
. End 1962~ f (M1) | nil 
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German 
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Son ere OR Nh i bet rte heaters ir a hers abana hands hea enn maaa pipitta aa AAA aana AA A A A ene mi A a a a riinan irait renn S 


say tt atnan inana nae mnanda aA ahaa rain inonhan ne ngaa ASe hahah erada e AAA AA aannaaien A i 
tclsunenanaivyratnanuanmnanipaisint anaaga inp uuna aaa papagan AAA AOA A in A ony AA N e aana PAA SATENO AAAA AAAA ra eieaa ih tuna tnd 


UR iae ee TIES 15) BON Ne Oe Ool gad a9 


: Other key rates in London 3-mth Treasury Bills 9. 5%, 7-day Interbank 9. 9%, clearing banks! 7-day notice 4. 4% 
Eurodollar rates (Libor): 3 mths 6.3%, 6 mths 6.3%. 


AATA Are retin Numan Soe thre torreon barat ym danane amdana anp as nana Nonea ina paa arate gy nay paras anaana naam papanne 


{M2 except Australia, Canada, Spain, Switzerland. USA, W. mn 
rates quoted available on tb an Sources: Bank of Bilbao, Chas 
z Rey Nederlandse Credietbank, Credit Lyonnais, Svenska: 
_ rates are indicative ‘only: and cannot be construed as offers by these 
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RADE, EXCHANGE RATES) AND RESERVES West Germany had a record trade. surp 
$ 12-month surplus widened to $37.4 billion—up from $21.4 billion in the year to June 198 
billion in the year to June. Japan's foreign-exchange reserves jumped 27% in the six mor ne, E duggestingt that the E . ant € 
Japan has been intervening heavily to check the dollar's decline. The dollar's trade-weighted value fell 0.4% during the week. 





Trade balance’* : current- Trade-weightedt currency unitsper$ currency units foreign reservestt 
-fbn account exchange rate i l = $bn 
oe D - latest 12 balance $bn | 


















| latest 12 mths latest year ago latest year a90 per £ E SDR obey g yee © yearago 
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WANT TO BE A LOTTERY WINNER? 
HERE’S THE BEST CHANCE YOU'LL EVER GET. 
ONE OUT OF EVERY THREE TICKETS IS A WINNER! 


YOU CAN WIN 
MILLION D-MARK:‘ 


~ he North-West-German-State-Lottery HOW TO PARTICIPATE k 


-isthe only lottery that offers extreme a 

. high prizes compared to the limited ou order your ticket on the o 
coupon below. Within days you recent 
your ticket together with an invoice 


: -issue of 500.000 tickets. The lottery runs over 
and the official drawing schedule with rules 


~ a period of 6 months, one class per month - 
on are held in public each friday and are SUMMARY OF MAIN PRIZES and regulations. 











































, OG classes in all. 
supervised by government officials. The re- 





Boe be : , 2 PRIZES OF 2,000,000.00 DM PLEASE INCLUDE PAYMENT W 
F suits are published monthly in an official x E A eee S i | k ee 
winning list i 6 PRIZES OF 1,000,000.00 DM YOUR ORDER! You can also pay fo 
kii is ticket after receipt of the invoice. Pa n 
The number and the amount of prizes are 180 prizes of 100,000.00 DM can be made by personal check, travellers 
fixed before the commencement ofthe lotte- T i ; check, bank transfer (add remittance bank 
ri pe ee or 18 prizes of 1,000,000.00 DM Te 
ry. Thus each ticket-number is in the game Maene charge) orin cash via registered air mail (cash 


and has an equal chance of winning. All pri- 5 prizes of 80,000.00 DM at your own risk), 
zes are quoted in German Marks (DM), one 


Ba SE eR ON eR 5 prizes of 75,000.00 DM After each class you will receive the official : 
i. £ | | 4 prizes of 70.000.00 DM winning list together with the ticket of | 
Tickets can be ordered from anywhere PUPPES Or EA next class via air mail, 


aeoune mae AoD- a Nal yearly SUBS AE: 4 prizes of 60,000.00 DM ifyour ticket has been drawn, you willimme- 
tion. We offer full (1/1) tickets, which when a aE EU EA winning nonan 7 

drawn, receive the whole prize, half tickets = 33 prizes of 50,000.00 DM En on E ame: 

oo half prize and quarter tickets accordingly. 33 prizes of 40,000.00 DM Your prize-money will be transfered to you 

: Pia AE E E TEA T E wane ni : 7 within one week of your request by check © 
, bef i th ae il Zi th on r l : course, if you hit a jackpot you can come imm 
PA BROS ey Se PANES PIS eee Plus over 200,000 prizes person to collect your prize in cash. | 
100% security for you in case of loss. The to 35,000.00 DM : 
full-service fee is as little as DM 2L- (other UP LO 33,900. VE. Ifyou are already our customer, please do not” 





lotteries charge more than 60% of the billed order, because you receive the ticket automa- : 
amount). tically for the next lottery, 
THE LOTTERY CONSISTS OF 6 MONTHS. You can be sure you will receive fast, h onest i 


SEET OE 1. class: 14,658 prizes = 8,472,000 DM and confidential service. Now it is up to vou,” 








mete E a ERG therefore order and mail the coupon today. 
TICKETS ARE LIMITED: 500.000 2. class: 15,604 prizes = 11,050,000 DM | We wish you lots of luck. P ae 
*: GUARANTEED PRIZES: 200.568 3. class: 16,661 prizes = 13,825,000 DM NOUR WANKING CHANGE 
* OVER 169 MILLION D-MARKS IN | Z Gass. 17-718 prises & 16698000 DM ‘(OUR WINNING CHANCE 
"PRIZE MONEY 4. class: 17,718 prizes = 16,695,000 DM 


5. class: 18,775 prizes = 19,665,000 DM 









-x MONTHLY PERSONALIZED STATE- m Ee IT: 
MENTS OF ACCOUNT 6. class: 117,152 prizes = 99,960.000 DM ee ae E ee Oran eden 

© æ INSTANT INDIVIDUAL AND CONFI Sent AREO Waal 
' i AAT EAL ; j fi- f a Cie 

~  DENTIAL NOTIFICATION OF WIN Start of next lottery: March 1987 HD D-3250 Hameln, W. -Germ any 











MEN E E S E E ~ 
service Mail Lotterie-Einnahme Hameln “~~ 

l try my luck and order! eS coupon > KuhimannstraBe 1A 

All classes (1st - 6th class) 77. Lottery, beginning to: D-3250 Hamein W.-Germany 


September 26, 1986 to March 20, 1987, Please write in German [] Engli loien hanti 
l glish[ ] Please printi 
of the Nordwestdeutsche Klasseniotterie eee es T a 
M.O] Mrs.[]  Miss[] clear letters 






AAAA rake ttl tis AA A a anir m en amaaan a aA AAAA a anama Haber 


lease fill i in number of tickets you want to order. 











| 1A ticket 741.00 
< 4/2 ticket 381.00 
1 on 201.00 






181.45 © 115.45 


95. 75 © 60.95 
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x GAL I —m — ‘PLEASE INCLUDE PAYMENT, on you ORDER F7 


When the job calls for delivering heavy equipment, 
personnel, or emergency supplies under adverse 
conditions, veteran pilots on every continent think 
of the C-130 Hercules transport. 

The Herc has carved out a reputation as one of 
the most rugged and dependable planes in the air. 
Performing reliably in arctic cold and tropical heat. 
Flying through snowstorms and hurricanes. Taking off 
and landing safely on sand and gravel, ice and snow. 

With bigger jobs to be done, the Hercules has 

rown to take them on. Our C-130H-30 version has 


5,611 cubic feet of cargo space —1,311 more than 
the basic -H model. So you can get 40,000 pounds 
of cargo into places you wouldn't dream of taking 
another plane. 

Like all Hercules aircraft, the C-130H-30 combines 
its impressive performance and capacity with surpris- 
ing cost efficiency. Thats why you'll find a growing 
list of C-130H-30 operators among the more than 55 
countries that have Hercules aircraft hard at work 
around the world. Delivering the goods, even when 
conditions are bad. 
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ONLY ONE BANK 
IN CHINA HAS KEPT ITS 
DOORS OPEN FOR 
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Standard Chartered has offered an uninterrupted service in 
China ever since we opened our first office in 1858. 

So that today, that original office in Shanghai, together 
with others now open in Beijing, Xiamen, Guangzhao and 
Shenzen, stands for two things. 

A depth of experience in China of the greatest value to 
businesses seeking to seize the burgeoning opportunities for 
trade. 

And a very special approach to the management of an 
international bank. 

In a long list of major economies, Standard Chartered has 
achieved a remarkable balance. 

Becoming an important and well-established local bank, 
in which senior managers have developed close relationships 
with local government, financial institutions and businesses. 

And at the same time, part of a fully-integrated network 
of more than 2,000 branches in over 60 countries, sharing 
common procedures and information systems. 

It is a delicate balance, but our experience in China shows 
that it is achievable. 

Contact your nearest branch for more information. 

You'll find an ever-open door. 


STRENGTH IN 
DEPTH ACROSS 
THE WORLD. 
Standard © Chartered 


STANDARD CHARTERED BANK, HEAD OFFICE 38 BISHOPSGATE, LONDON EC2N 4DE 
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Cheaper money 
America cuts its discount rate 
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Doing the "backstop 
™ | Mikhail Gorbachev eases his 
terms for a summit with nonai 
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Shad go, page 66. | 


Cache or ‘cheque? 
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World politics and current affairs 

Why women get the jobs 

Africa, only too divisible 

America’s tax triumph 

Benazir no benison 

Boardroom battles in Britain 

France remains France 

Planners’ blight in Britain 

International: Gulf war: If your enemy can squash you 
strangle him first; Pakistan; Fingerprinting in Japan; Tan 
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Business this week A 
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Big Bang Brief: London's Euroboom | a 
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Science and technology: The micro that thinks it's a] 
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trade, bourses, currencies, interest rates, money supply; 

plus closer looks at the dollar and OPEc’s trade. 
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Books, arts and letters 


Books and arts: America's tailored-trousered phil anthro 
pists; Ireland and drink; Thomas Becket: Harlem's rebirt 
pangs; Andrew Wyeth 

Letters 
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‘Subscription coupon 
‘The Economist Newspaper Lid, 2 Jurong Port Road, 
Singapore 2261, Republic of Singapore. 
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_of the Kremlin 


SIR—Gorbachev’s crowd in the 
Kremlin is even more streetwise 


have done an excellent job over 
the past 25 years of concealing 
the considerable successes of 
their economic and political 


_ It should strike some as strange 
that the Soviet Union, pictured in 
the press as the. very embodiment 
of corrupt inefficiency, not only 
manages to get by year after year 
without major economic disrup- 
tions, but also builds super-com- 
iters, space stations, and ad- 
anced jet fighters. 

It may be that the Soviet sys- 
em is better able to cope with the 
vagaries of the world economy 
than the American and British 
economies are. Its insular, non- 
_ market economic system is partly 
designed to avoid disruptions 
_from commodity price swings, 
_ banking crises, strikes, and so on. 
Far from slipping into decline, 
-the Russians appear to be holding 
their own, and waiting for the 
_ western economic collapse they 
feeli is inevitable. 

-Gorbachev's “admission” that 
the Soviet system is “not work- 
-ingis part of an elaborate Soviet 
disinformation campaign to lull 
the West to sleep. This will have 
the hoped-for effect of forcing 
: he western democracies to cling 
to volatile and ineffective eco- 
: Teini policies, until they are 
threatened by collapse. Think 
about it. 


Boca Raton, 


Florida JOHN INGALLS 


“Streetwise Mikhail”, in- 
eed. Corridor-wise, rather, as 
efits the apparatchik par excel- 
ence who realises that just as he 
vas made by manoeuvrings with- 
the Kremlin, so he can be 
röken by them. His exhorta- 
ns to the bureaucracy and to 
he people to measure up ring 
ore of ritual than of substance. 
> will achieve with them about 
he same degree. of success that 

u will have in exhorting him to 
take on the system to which he 
























(July 26th) than you think. They 


set about his reforms as the pre- 
eminent survivor of a generation 
which retained a living memory 
of relative prosperity under Le- 
nin’s NEP. 

Although not venturing to 
flaunt the semi-capitalist flag of 
NEP at Gorbachev in effect, you 
urge upon him the establishment 
of NEP without NEPmen. A pre- 
requisite for its success would be 
a strong dose of Lenin’s 


AAA VAn mananan naa eaten Late ceca ace A ee A a: 


pragmatism. 

However modern Gorbachev 
may, Or may not be by western 
standards, under what circum- 
stances could he possibly face up 
to this necessity? At home, he is 
front man for a “modernity” re- 
sented almost as thoroughly by 
millions of voiceless citizens as it 
is by Solzhenitsyn. If, in the three 
centuries since Peter I journeyed 
as far as Holland and England, 
no variety of western-generated 
“modernity” has become inte- 
grated into Russian society is it 
not time to reflect that the prob- 


lem may be akin to that of squar- 


ing the circle? 

Democracies muddle through. 
Russian political sophistication is 
such that it all but guarantees that 


Communism, no less than Tsar- 


ism, will muddle deeper into the 


bog. 


_Its fate depends on contingen- 
ite beyond the control of 
‘Streetwise Mikhail”, or any of 
plotters or suspected plotere 5 
in his entourage. 


Eugene, Oregon R.E. Sreussy 






leaving the people to cope 





4) African black i ka 


Sin You a miss 
point about our approac 


nomic reform—that no problems- 
should be solved at the expense i i 
` 5) You are. weya aware of esti- 
This must be particularly borne. 


of people’s needs and interests. 
in mind when considering pricing 


policy. You advocate: ““manage- 
ment by market”, 


such an approach. In his recent 


speech in Khabarovsk, Mr Mik- E 
hail Gorbachev took an opposite po 
attitude. He pointed out that ly 


without the proper consideration 
of social questions and the. “hu- 
man factor”, 


be doomed to failure. 


For example, one kilo of high- F 
quality beef currently costs two ` 


roubles in the shops. Yet its actu- 
al cost, including transportation, 
storage and other costs; is about 
five roubles. “Management by 
market” would simply increase 
the price by 150%, no doubt 





the consequences. Political inter- 
ference—social 
might be a better description— 
takes the view that either. the 


price should be held down be- 
cause of its social importance, or p 
that it should be increased in line ci 
with cost, paralleled by a com-. 
in incomes to 


mensurate rise 
guard against hardship. 
Unless you take care of people 


in this way, you squander the 


human factor essential to pro- 
gress. And in the Soviet Union 
that means all humans, not just 
those that can scramble their way 
to the top. All our current re- 


forms, our struggle against every- . 


thing outdated, are dictated by 
the principle of everything for the 
benefit of man—not for the ab- 
straction of the market. 


GENNADI PisaREvsky 105) 
bad Press Agency 


Moscow 





South Africa re 
SIR—I am perplexed by your po- 
sition on Sanctions: > 

1) You are aware that the execu- 
tive, at least, of the African Na- 
tional Congress’ >is- One-third 
communist. | 

2) You know that South Africa’s 
economy is the only one in Africa 
which is not.a basket case. 


| Afton, i. = 


‘without politi- 
cal interference, yet do not refer seri 
to the social consequences of 7) N 


any attemptto grap- ny—to : 
ple with economic matters would: the 


with. 


interference : 












there is 
lieve that South 
æ. a striking. 









exception. 














mates tha 
place a milli 
Britain alone. 













cof “the United” 
! sath West Germa- 


Jess urge Mrs 
tatcher to introduce sanctions. 
As you. are surely aware of' 
points 1-7, I fail to see how you, 
come to conclusion number 8. 


JOHN M. Ki EB 






SIR—You sketched a confusing 
scenario regarding the choices T 
face (“Buthelezi’s choice”, July 
5th). Permit me to explain where 
I stand. 7 : 

_ First, 1 have no intention of- 


participating in the government's’ 


ed national 





‘statutory 
unc! . T have, over and over 
again made it quite clear that Mr 


-Nelson Mandela and other politi- 


cal prisoners will have to be set 
free before there can be any ne- 
gotiations about ` negotiations. 
This is a universal black demand 
and I will not be a party to 
stabbing black South Africa in 
the back. I would never presume 
to speak as the sole and “‘authen- 
tic” black voice of this country. 
Your insinuation that I would be 
prepared to betray the Struggle | 
for rie liber ind strike r 









pond, pee raven recorded) 3 


se and, fortunately for me, it- is: 
-simply not true that support is on 


the decline. The facts are that 
Inkatha’s membership is growing 
because blacks are sick and tired 
of being intimidated by the pro- 
violence external r Tr mission of the 














3) You know that many Com- that 





monwealth countries are guilty of - black 
crimes far worse than: any. com “township 





mitted. mele South ARG 





streets of London. 


been notorious for ra 





#9 the last week in December and the first week in January) by” ne Ec a 
3 omar Newmoce Bhd, Tiada thon 2 da toad, 

























who is supporti 
eanin less. Ane s00 







Training Consultant needeil - $ 
(ABPNG), a dey elopment finance i 
í maes skills with Bibel ge ‘experience in 18 months assignment around Janu 
Males slain bonds: and securities. A planning/development of staff capa 
3 career path training within the o 
organisation. Good remuneratior 
vehicle and furnished accommoda 
Closing date for applications i is 7 Nove 
write/telex the undermentioned for job 
-other terms and conditions. a 
0 per annum including : 
ance plus 25% tax free gratuity, | Deputy area Director 
ie age ication allowance, etc. er rate ||] _ Agriculture Bank 
of exchange: Pula 1 = US$ 0.4859). o aul PO Box 6310 — 


| Applications including a E e vitae should | | g See | c ri 
| be sent to the Director of Administration, Bank of | q SEE TEE eee 
Ve Botswana, PO Box 712, Gaborone, Botswana. Ip- Telephone: 25 9255 


Further details may be supplied on request. 7 q | ‘Telex: | N E22295 + 


S. e experience elated” to kwa income TARE programs, to private. fate enact ea ae 
cua market (with oS on E er and ser a bond market faea a wo : uld 


s Send completed Personal | Qualifications Statement SF-171 (available at Jacal US Office of Personnel Management dices listed in 
pho @ directories) or resume to: ee | 


| Agency for International Development _ 
- Recruitment Office (£), M/PM/R 
S Washington, DC 20523 


US Government is an Equal ee Employer 












e Ae when Mr bat a 





uth Africa. 


hange and negotiation. I 
committed to serving the people 


ë power-sharing in a united, 
democratic, South Africa. | am 
mmitted to a constitution 
which is acceptable to all the 
oples of this country. 

- These are my “choices”. Fhave 
no intention of compromising 
iny of them. 

Jundi 

KwaZulu MANGOSUTHU BUTHELEZI 


IR—The English-speaking and 
dian communities may well be 


ore liberal groups form the 
ckbone of economic life and, 
è the ruling Afrikaners, have 


-than the English-speakers. 
e- English-speakers are. out- 
mbered by the Afrikaners by 
ome 700,000; while the Indian 
ommunity is some 900,000 
‘Strong. | 

~The West could turn the tables 
on. the Afrikaners by pressing 
them to.accord full parliamentary 
Tights to the Indians: An English/ 
‘Indian coalition could then win 
Parliamentary, control 








his stratagem by repealing the 
itish Patriality. Acts by which 
nost English-speaking South Af- 
icans hold British passports in 
ddition to those of the nation in 
vhich they live. 

-This would impress 
uth Africa's English descen- 
ants that they, too, are responsi- 
le for the fate of their nation of 
th. A psychological and politi- 
al back door would thus be 
losed and their eyes opened to 
he reality of their stake in a 
esolution of the conflict. 














uals and organisations 










































































ho have elected me and joined 
inkatha. I am committed to genu- 


ble to defuse South Africa's ex- 
osiveness. These pragmatic and 


litical power; the Indians less 


(“A royal Gibraltar”, 


The Brit-_ 
sh governmen! coul subtly aid 


upon < condominium 


iS GORDON LEE- 


R~-What is needed is a careful- 
considered policy which seeks. 
oO. penalise those perpetuating. 
rtheid and reward those indi- 
who 
aa ie plies . So- al led l 


out—particularly — 5 





tracts with multinationals operat- 


-ingin South- Africa and else- 
I am committed to peaceful 


where, until. such time as they 
publicly. and’ categorically re- 


nounce apartheid. Similarly, or- 
-ganisations which practise racial 


segregation by choice should be 


_ appropriately penalised. : 

On the other hand. those indi- 
_ viduals and organisations who .ac- 
tively express their opposition to 


apartheid should enjoy the moral 
and financial support of the 
West. Of course, the, nature of 
such opposition must be in accor- 
dance with western moral stan- 
dards. Thus, bodies like the 
South African Communist party 
and others who employ violence 
as a means towards the end of 
revolutionary socialism , would 
not only forfeit western assis- 
tance, but also subject them- 
selves to the kinds of penalties 
outlined above. 





Grahamstown, SO 
South Africa’. Briax DoLLery 
Gibraltar | 

SiR—Much as Gibraltarians 


would be delighted to have 


Prince Charles, Prince Andrew 
or Prince Edward as governor, 
there are some obstacles in the: 


way of your “shocking proposal” 
August 
9th): (1) unless some radical 
changes were to be made to the 
Gibraltar © constitution, there 





‘could not be a governor with “no 
powers whatever”; (2) the Span-_ 


ish and British constitutional ad- 
visers would be wasting their time 
in publishing possible versions of 
the diverse alternatives such as 
or  leaseback. 
These are not acceptable to the 
great majority of Gibraltarians 
(who are not, for that reason, 
“nutty nationalist voters”); (3) 
Gibraltarians would not agree to 
the principle of a Spanish gover- 
nor (no offence. of course, to the 
Spanish royal family). 
It is not true that “60% of 
Gibraltar’s GDP comes from the 


British taxpayer, including subsi- 
dies for ship repairs. 
fence and related expenditure i in 
Gibraltar is in the region of 35%. 


HMG’s de- 


The funds provided by Britain 
were for the conversion of the 


‘Royal Naval Dockyard. no long- 
n- er required by HMG after 80 
ond Pe ‘service, and included an 


r operating losses for 
only. This is no hand- 
) when — 
gainst the considerable’ savings 
ich he MO ill have. secured 





r ay. Pee and fie ; We 


r kind: could be: refilsed 4 Visas and 
ndi- denied employment and con- 
an work together to build a new 


legitimate for an Asiatic pi 


seto 


Naval Dockya d 


the next four vears.. 

We do not. regard Gibrattar’s 
status as “decaying”. 
economic self-sufficiency; our 
tools, 


pro-British and pro-Gibraltarian. 


Gibraltar Chicf Minister 


SiR—It is delightful to find you 


‘Our aims: 


trade and” tourism, the- 
commercial ship-repair yard, and 
our finance centre. ` 

I am not anti -Spanish. 1 am : 
` made by Mr Alfred Taubman 


JosHua HASSAN - 


ing art is much like selling root 
beer. 









een off red at at 
the rate of £1.5m per annum. for ‘o the ench 
and Melilla? 


| ‘London 


DEREK BLOOM 





Sotheby's s- 


SIR—The Ekonome has joined a i 


growing list of publications that- 
have misquoted a statement. 


(“Sotheby’s: lots of ideas” July 
18th). Your version read: “Sell- 






In fact, Mr F aubman said: 





right about Spain and Gibraltar, “any hi 





after curious vagaries. There are. 


two substantive matters. F 






Gibraltar could have an autono-- 


mous government, like the 17 
existing ones in Spain. Scarcely 
any functions are left with Ma- 
drid save taxation and the army, 
and equalising taxation among 
the 17, since about May of this 
year. . | 

_ Second, and more delicate, 
the customs situation. The’ Séan- 
ish finance ministry once. dryly 


noted that more tobacco. was im-: 
ported into Gibraltar in one. year 
P: SIR -I read (August Athy” that : 
Spain. The reconciliation of the- ‘s¢ 
two powers has dealt with piracy; hi 
it is time that smuggling dens also | 


than was smoked in the whole 6 


went out, 


London Davib PAZ 


SIR—Your proposal for a solu- 


tion to the last colony in Europe 


is worth closer examination. One 
assumes that the two royal fam- 
ilies mentioned would Jay claim 
because of their respective coun- 


tries’ invasions of 1462 and 1704. 
But why not include the Moroc- . 

who successfully | | 
managed Gibraltar from AD TEL. f 
to 1461? All this could be the- 


can royalty, 


start to a new trend in decolonisa: 
tion; Melilla and Ceuta next? oe 


Wantage, 


Oxfordshire Oscar XAVIER Davis 


SiIR—Why do you eae Gi- 
braltar is the last colony in Eu- 
rope? Have you forgotten Corsi- 
ca, a large ltalian-speaking island 
acquired by France without the 
agreement of its inhabitants at 
about the same time that Britain 


acquired the Rock? Are you un- f- 
aware that the Turks still occupy: 











Eastern Thrace? What. makes. it 





hold on to a piece of Eu 
size of Wales. but sca 
Britain to retain a p 
rope the size of Hyde Park? 

Gibraltar has “beet 3 
longer than it was Span 





















earful ine : 
rids of fine : 





in the eae of marketing 

precious painting by Degas and a” 
frosted mug of root beer than you” 
ever thought possible.“ l 
Bloomfield Hills, C, J. TENNYSON 
Michigan Taubman Companies 





Leaves from Lettice 











st: he ~ South Pole 
fresh jettuce since 
ry and must wait until No- 





ebri 





vember. This may account for the 
lack of letters from my-niece Dr 


Lettice Smith, Meteorologist, 


' British Antarctic Survey, South 


Pole. Please let me know if you 
have any news of her. 
Winchester, 


Hampshire J. SMITH-ELDRICK 














| Tax Haven 


A Guide to Tax Planning Opportunities 

The UK's low effective tax rates, 
reinforced by the wide range of 
government assistance to business by 
region and. sector, make it a tax haven 
for those who know their way around. 
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77th NORTH-WEST-GERMAN STATE-LOTTERY 
RDWESTDEUTSCHE KLASSENLOTTERIE 


i, $ 


-T 


and every Friday 


a million to win... 


This extraordinary chance and others are offered to you by the govern- 
ment controlled NORTH-WEST-GERMAN STATE-LOTTERY. Extra- 
ordinary! Every 3rd ticket-number wins guaranteed within the period of 
the lottery. Total winnings for the 77th lottery will amount to about 
169 million DM. Alone the Super-Jackpot entail 28 million DM. 


The maximum Super-Jackpot 





alone comes to 2 x 2 million DM. 


The prize-money is paid in DM, one of the strongest currencies in the 
world. The lottery runs over a period ofó months- oneclass permonth. Ist- 
Sth class gives you four chances in each of the four weekly drawings. The 
6th class offers you 6 chances- that is 6chances towin! The prize-money 
eases from drow to draw. All drawings are supervised by state audi- 
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77. Staatliche Nordwestdeutsche Klassenlotterie 





Secure your chance to win now! Mail your coupon taday! 





3 32 - D-2000 Hamburg 1 - W.-Germany 


Clear letter- printing please 


Ry RN SR TRS Wy ts eave ee CS SS SY: ue a 
Charge my O DINERS CLUB O AMERICAN EXPRESS -Card 

Name of Card Holder | i i i 1 t i i} it bj iit i | 
Nt Me E 1S We NV OY eS hs SO Vd a Gs Vo 
Expiration Date |i 1 i i 1 SN fj i bi i i i it 2E 





Signature 










The 76th NORTH-WEST-GERMAN STATE-LOTTERY runs from October 26th, 1986, to March 20th, 1987 


Government 
Controlled 





It's easy to participate: 
@ Please send us the order coupon — or if missing — a letter. 

@ Attach payment for the tickets you want, using either cash by 
registered airmail-postage, international postal order, cheque 
drawn by bank or travellers cheque. You can also pay for your 
ticket after receipt of the invoice. 

@ We send you the tickets, further information and the official draw 
schedule. After each class you receive the official winning list 
together with your ticket for the next class, as your previous ticket is 
eliminated from the lottery after each class. 

@ You will be notified each time you win within days. Your prize-money 
will be transferred by cheque to any place you want. The prize- 
money is paid to you free of German tax and the whole amount will 
be paid without any deducations. You remain absolutely anony- 
mous, 

@ We guarantee fast, reliable and contidential service world-wide. 


This is why it is interesting for you to join 
the lottery: 169 million DM prize money 


2 x 2 million DM as maximum prize-money 


6x 1 million DM 
18 x 1 million DM or 180 x 100.000 DM 


and in addition: 


200.380 x prizes up to 80.000 DM 





Mail to: Walther Ruge * Heidenkampsweg 32 
D-2000 Hamburg 1 - West-Germany 


Order Coupon ---------------- >< 


Win 100 % with a 1/1 ticket, or 50% with a 1/2 ticket or 
25 % witha 1/4 ticket. Don't forget: either way, every 
3rd ticket number wins guaranteed! Try your luck! 


Please fill in the number of tickets you want to order with 







this coupon 


ets sl TR 74l,- (approx 345,- US $ or 225,- £| * 


381,- (approx 178,- US $ or llió,- £)“ 


* The qouted US-$ or £ equivalents are only a rough estimate. For 
exact exchange rates please ask your bank. 










6l,- |£) : 


All prizes are for all 6 classes including air mail postage and 


winning list after each class. No additional charges! Valid only 
where legal! vaic ory where isgal. Not avaiiatie to residents of Singapore 





Growth oppe 


BUILDING YOUR » 


or more than a half-century, American Express 
Bank and its subsidiaries have been helping 
international clients protect and build their assets 
in Switzerland. Our experts at American Express 
Bank (Switzerland) AG combine proven asset 
management techniques with traditional Swiss w 
prudence and discretion. 















Personal attention 


res As step one, our investment counselors will 

FS roe analyze your financial goals and current 
ks: ipl investments, and advise you on the port- 

folio that best suits your needs. This may 


aet om 


ETT 
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American Express Bank Ltd. Ao American Express company 


American Argentina Cayman France Indonesia Lebanon Panama Switzerland United International 

Expres Bank Austria falas Germany Italy Mexico Philippines Taiwan Kingdom Headquarters: 

offices: Bahrain Chile Greece Ivory Coast Monaco Singapore Turkey Uruguay American Express 
Bangladesh Denmark Hong Kong Japan Netherlands Spain United Arab Venezuela World Financial C 


Brazil Egypt India Korea Pakistan Sri Lanka Emirates New York 10285-2 


| investments, own, in-bank capabilities, we have access to the 

Is ~ all carefully special investment opportunities available hroug 
balance of yield the American Express family of companies. 
= Moreover, while our approach is Swiss, our- 
outlook is global. Our network of 85 offices in 3 
countries — one of the world’ S largest ~ gives u us g 
worldwide presence and access to time : 
tion. 


Bank office re more oe if ‘iene InF an Exp : on 
telephone 5-844 0¢ 88; in Singapore, 225-6330. 


American Express Bank Ltd. is a wholly- 

E American Express Company which bas SSE! 
than USS70 billion and sharehold ders equity 
USS cision. | 


meritan Expres < Trade Devel pme Argentina Switzerland Trade Development 96-98, rue as 
Bank International: Bank off tees? Bahamas United Kingdom Bank, Geneva © 1204 Geneva 
i -iiei a Brazil Head Office: Switzerland 
Luxembourg 
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hout the industrial world, women. lave been 
g jobs faster than men have been. losing them. 
jet social revolution has done more than any 
of ist tracts to transform the way men 
rom y women regard themselves. 
went into a narrow range of 
he next decade is going to see 
as employers, entrepreneurs, 
Many others will move into a 
wider e of higher positions than their mothers’ 
generation ‘could È ‘hoped for. Their prospective 
-success should make everybody more optimistic about 
2 economic growth. 
Women have long found it easy to pick: up work when 
economies boom. They are now doing so fast even in 
hard times. Since 1979 some 73% of the extra jobs 
created in the United States have been taken by 
_ women. In the other six largest OECD economies, which 
have been much less successful at building new jobs, 
women’ employment has risen by 7% while men’s has 
fallen by 2%, In a few countries, almost as many 
: women 2 1S men now go out to work. 






















The flexible half of mankind 
omen owe their advance partly to the changing 
: s of the market. In the 19708, they were carried 

h boom in public-sector employment. In 
es, working for the state has become 
preserve: in Scandinavia, seven out 
workers are women. In the private 
benefited from the spread of part- 
strial countries, at least four out 
vomen. In Belgium, Denmark, 


a 

















Arn satiate of Sa 


: hands of most make than thereon want. Even 


on employers by demography. Their other soure 


10% are. The growing © 


h the Sae sr eto that most industrial 





to join trade unions than men, and to play an activ 
in union affairs when they do. They are more 
work for pleasure, as well as for cash. They do not 
the unmarketable arrogance of many men w] 
assume that the skills acquired in their early 20 
earn them their living in their 50s. Men expect 
time job, a life-long career. Women are used tot 
of career breaks, retraining and flexible hours. B 
most women stop work when their first child is bor 
more women than men change occupations at so 
point during their working lives. 
This jobs revolution is still far from complete. It h 
barely begun in most third-world countries, whe 
women work longer hours than their menfolk—at 
than their sisters in the West—but virtually none 
them works for pay. In some industrial countries, the 
proportion of women in paid work has only recenth 
overtaken the levels reached in the heyday of. 
industrial revolution (in Victorian Britain, for exampl 
women were 30% of the workforce—almost all of them 
unmarried or poor, or both). And the huge increase 
the number of jobs for women since 1970 has so f 
done little to widen the range of things they do. Mo 
women in OECD countries are still in only a handful 
occupations, usually unskilled or semi-skilled. Because 
women still do different jobs from men, it has beer 
easier for employers to pay women less. In the next ter 
years this will change, as women move into a wid 
variety of jobs where “equal pay for equal work” will 
an unquestioned truth. 
At the bottom of the market, change will be force: 








































cheap, flexible labour—the young—will dwindle 
Britain, the number of 15-to-19-year-olds in 1994 
be 28% less than in 1984. Married women will pro 
the main source of new workers. But women will: 
be in demand for other reasons, because they 
becoming better educated. In several countries, m 
than half the secondary-school students are now 
Education is likely to be at an increasing premiun 
job market, and some British evidence sugg 
staying on at school i improves girls’ employnr 
pects more than boys’. Women are still a minc 
university students (except, significantly, i in the 
States), but the proportion everywhere is rising 
These newly educated women are choosin 
























> and: aig solicitors from 6% to 17%. In Ameca, 
proportion of executive, administrative and mana- 
Jos 


| term, before they have children. Well-educated 
len are more likely to go back to work after the 
-of their children, and to go back more quickly, 
an those who leave school young and with few 
al ifications. 


ries come with PhDs 

advantages of more education do not stop just with 
job market. Women doing interesting, “real” jobs 
vill command more social capital than their less quali- 
fied sisters. In that most rational of markets, the 
marriage market, men will increasingly come to realise 
that a wife with a good job brings not only the social 
pleasures of a second circle of friends, and a second set 
of work-related interests, but also the financial security 
of a second income. Thrifty bachelors should consider 


m swell t the growing h 


Tiled by women nearly doubled between : 


j: s more they will prosper—and not just in i the é 





gross annual i income as wouid. a a : } 
invested at 5% a year and used up over those 30 years. ; 
That is some dowry. : 

Employers who seize the chance to recruit women 
into ba gg ae ay should. Poun aa] : ahs 








cana services cand the pre s), 
ism, design. The parts 
are rarest—upper and middle r 
sized and larger companies, especially in 
ing—are generally mose now entering 
decline. : A 
Remember what peasants did for postwar T, 
The economies that grew fastest in the 1950s and 1960s 
were usually those that switched most workers from 
under-productive farms to expanding factories. Well- 
educated women, as they become one-half of university 
graduates; will do for the 1985-2010 post-industrial 
economies what those suddenly more productive peas- 
ants did for the 1950-75 factory boom. Just think what 
will happen to companas that: double the prol of talent 
at the top. 




















—and the trouble with his argument 


| e rebels shot down a little Fokker airliner off the end 
f the runway at Malakal last weekend, and 60 more 
eople died because people in southern Sudan do not 
nt to be ruled by the government in the north. A 
all war has intermittently raged across the plains of 
upper Nile for 30 years or so, and is now helping to 
ring some 2m people closer to starvation. It has surely 
ne on long enough. Why should not the rulers in 


O, by history, race, religion, feel no part of it? The 
uestion is reasonable—but in Africa it gets a dusty 
nswer, and it is worth understanding why. 

Africa’s frontiers are not like anybody else’s. They 
ere invented after a congress summoned by the 
rman chancellor Bismarck a century ago this year, 
y foreign invaders who mainly wanted to avoid wars 
mong themselves and who paid no regard to the wish, 
dition, language or religion of those whom they 








The frightened African’s case for keeping Africa’s frontiers as they are 


lartoum let go out of their state a group of people — 






i abitants. front 
aito he arid foothills of 
Ethiopia. . are of many y man. types, but all belong to 
black Africa. For millennia their only, sporadic, contact 
with the outside world was when slave-raiders ventured 
up the river. - 

The British lurr ped these different domains together 
(under an “Anglo-Egyptian” pretext), but adminis- 
tered them separately until the early 1950s, when they 
pretended they were united in order to get out peaceful- 
ly. The educated among the 20m no rs read from 
right to left, in Arabic; the. ve: mre) 
southerners who can read o 
God, were educated in mi: 
English, and write 
administration. of © 
young of the saut 














the south’s. present 


and clergymen. I X agian of. Fare 







aga s 
1e might amiably argue, for 
n way. But it is not so easy. 
icans, are divided by race 

schools in some areas are 












southerners, being 
nd tibe, The a 






lief. If the north got out the 
plit too: some of its clans to join 
‘tched northern Uganda; some to 
Ethiopia; some to the lawless forest 
thers, on the western fringe, to the 
id, Colonel Qaddafi of Libya. Sudan 
to bring that on itself, or on its 

















d its ibon belong to the Organisation of 
Jnity, whose persuasive force is greater than 
; administrative competence. The OAU is so-called 
recisely — because its” founders—especially Ghana’s 
‘umah—had fudge the frontier question. 
hrust into independence from 
ad been defined regardless of 
ey regretfully accepted the 
borders, while working towards a 
t: that. has so far easily eluded their 











successors. 

When bits have tried to split off African countries, 
the leaders of other African countries may sympathise 
with the would-be secessionists. Many of them did so 
when Biafra tried to get out of Nigeria. But the 
eerie has always | heen fa sce since every 





Petts derk: pe doctors and lawy a sd repairmen. 
Their climates are hard and their el ae uncertain. ney 























ana "and hate Coa, countries with 
nt official languages and very different political 
conomic systems. But there has been no border 
ti The Copperbelt is split between Zaire and 
a: first cousins do identical jobs within a few 
f each other under different flags, because 
en Victoria wanted her cousin King Leopold of the 

ns to have a share of the minerals. Zambia and 
have manye differences, but neither has ever tried 


ty. anxious to put their hands on mines | 
together. Biafra was partly a war about 


non-farmers will have jobs and earn money. 













Russians were strong in Somalia, that 
trouble in the Somali-speaking bits o! 
where there is nothing to attract outsid 
of tribal feelings and the vagueness. 
may be enough to set disintegration goi 
been given a start. 

Elsewhere in the world the makin 
taken centuries, and cost much bloo 
Scotland slaughtered each other, just 
do now; the Americans fought for t 
the Nigerians. Europeans may ta 
nineteenth-century vision of the nation 
together people of one language and culture ic 
remember, which among other, better things gave ri 
to the Third Reich). Africa has no such tradition. 

Only a few peoples on the continent are numero 
enough, and possess enough territory, to form reco 
sable nation-states (Nigeria alone has two o 
such), But most of the 1,000 or so identifiable trib 
black Africa are far below the size that would. 
viable nations, and most share territory with ano 
tribe. In the burgeoning cities, and in the armies 
former tribespeople are mixed together, so the idea o 
nationhood is starting to take root. But four out of five 
Africans live in the countryside. They cannot afford 
decades, let alone centuries, for genuine nationalism to. 
emerge. 2 





































































The numbers are doubling every 20 years __ 
Africa’s population is growing by almost 3% a year. If 
farm production rises more slowly than that, Af 

will either remain dependent on the West’s (increasing 
ly impatient) charity or they will starve. But, given ¢ 
little good sense among the politicians, farm output will 
soon be rising faster than population. If the pace of non- 
farm growth is pushed too, the increased number o 





Yet the conditions do not exist for rapid non-farm 
growth. Water supplies, roads, schools, power—all. 
demand investment at a rate that Africa by itself cannot 
sustain. Some of the money must come from outside 
Only in the few places where mineral deposits coincide 
with civil peace will private foreign investors dare to 
take the plunge on any worthwhile scale. Most of the 
work must be done by governments on the spot, wi 
the help of governments and multilateral lenders els: 
where. But who would lend to the tiny government: 
that would emerge (or, South-African style, be invent: 
ed) from a break-up of the present artificial nation 
states into their “natural” components? Lending mont 
to a sovereign Rwanda may be a poor look-out, fo 
western governments almost as much as for bankers 
but think of lending to the Hutuland and Tutsiland anc 
Pigmyland that would result from a tribal partition. oO 
Rwanda. 

That is the understandably frightened African’s case 
for keeping Africa’s frontiers as they are. Of course 
this argument too has a potentially fatal weakness. 
the. sense of nationhood takes hold too slowly, t 
forces of tribalism will bring that feared disinte 
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willy-nilly; and the longer those forces have been 
artifi cially resisted, the greater the resulting explosion 
will be. The frontier question is a symptom, not a cause. 


The cause is the fact that communal identity, in most of 


Africa, is built in tiny units. The continent is at an 
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earlier stage of consciousness, and therefore political 
development, than other parts of the world. The case 
for keeping the frontiers as they are rests on the 
desperate hope that a new and wider sense of identity 
will come soon. For Africa’s sake, hope it does. 





Tax triumph 


Some political lessons from America 


If America’s congressmen endorse next month the tax 
bill agreed by 17 of their colleagues on August 16th— 
and they better had—the United States will have the 
industrial world’s lowest top rate of personal income 
tax. It will have achieved it by the elimination of 


a hundreds of tax shelters that have hitherto encouraged 


Americans to waste their money on “investing” in 
everything from windmills to jojoba beans. The reform 
does not quite mean, as the headlines proclaim, that 
Americans will have only two income-tax rates: 15% 
and 28%. Because of phase-out complications, some 
rich Americans will pay an effective marginal rate of 


_ 33% to the federal government (see page 29); and there 


are state income-taxes, ranging from 0% to 10%, on top 
of that. But the rate will be sufficiently low to force all 


k other rich countries to ask what they can learn from 


America’s economic policies. They should start by 


= pondering the political system that produced them. 


Although some of the weaknesses in America’s 
system—like the power of special interests to buy 
congressional votes—made tax reform essential, it was 
the strengths of the American system that made it 
possible. The principal strength is that initiative in 
America lies with elected politicians doing things in the 


open, whereas in Europe it lies with hierarchy-bound 


permanent civil servants to whom only the other great 
and good are supposed to talk. 
Imagine the angle to which noses in Britain’s Trea- 


= sury would be turned were it suggested that the 


domestic equivalent of Mr Dan Rostenkowski (Mr Eric 
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Heffer, perhaps, or Mr Anthony Beaumont-Dark? 
might write a tax bill without mandarins holding the 
pen. Tax reform was achieved in America because the 
technical help of experts in America’s Treasury was 
supplemented at each stage by political appointees tc 
the Treasury, by professors and accountants givi 
evidence and writing in magazines, and by congress 
and their staffs. 

America expects its legislators to have ideas of theis 
own, instead of just parroting the propaganda of theis 
party, and it gives them resources to turn those ideas 
into workable programmes. True, some of those ideas 
are screwy, and many congressional staffs are bloated. 
But the screwiest ideas don’t usually get through, and 
the openness makes it more difficult for lobbyists to 
protect their clients. In Britain many of the best 
features in the tax bill would have been strangled before 
birth during a discreet visit of some British grandee to 
his fellow-Pall-Mall-club-member in Whitehall. 

Some Americans have complained that the final 
stages of tax reform were conducted in secrecy. This 
raises hollow laughs from watching Europeans, who are 
accustomed to having their budgets unveiled from 
behind the official secrets act on (in Britain) a Tuesday 
afternoon, and then go into virtual effect as soon as the 
chancellor sits down. By any non-American standards, 
Washington’s two-year battle for tax reform has 
conducted on an open stage. The apparent vict 
shows yet again that open government is always better 
than closed. 





Benazir no benison 


But Miss Bhutto is part of a wind President Zia will have to acknowledge 


Patience is no friend of change. It was the impatience of 
Pakistani demonstrators which at last convinced the 


stonewalling President Zia ul Hag that he had to allow a 


parliamentary election 18 months ago. That election, 
non-party but fairly free (six of General Zia’s cabinet 
ministers were defeated), whetted the Pakistanis’ appe- 
tite for voting. They want more of it, with fewer 
restrictions. Whether they also want Miss Benazir 
Bhutto, whose campaign for a full party election this 


14 





year got her arrested on August 14th, is another matter: 
Miss Bhutto may be only the rod that draws the flash of 
lightning. But it is plain that many Pakistanis are no 
longer content to be the apologetically muzzled neigh- 
bour of democratic India. 

General Zia is entitled to point out that Pakistan is 
experiencing its first period without military or emer- 
gency rule for 21 years. His nine years in power have 
been conventionally repressive, but not brutal by the 






iyo ‘than Miss Bhutto jet ‘does urged hern 
ne man, Miss anti-Zia campaign too fast, too hard. She ignc 
con She called out the crowds again this month; : 
finds herself, and most of the opposition’s leadei 
detention. T g 
‘slowed down i a President Zia has formally not even had to lif 
ot tof that prosperity sen the result of finger. The crackdown was ordered by the p 
i growth a: as well as a se harvest minister who. emerged from last year’s election, 
g themselves in the Mohammed Khan Junejo, a man subordinate to Ger 
ou The Americans al Zia but not entirely his instrument. The ¢ 
protests have been violent, and by midweek had 
26 deaths; but they had mostly been confined to on 
Pakistan’s four provinces, and seemed diminuendo ( 
page 22). By rushing, Miss Bhutto may have delaye 
the democratisation of Pakistan. | 


The logic of the first step 
Still, unskilful though she may have been, Miss Bhutto 
| is one voice of a force that President Zia can no longer 
PET on ignore. The transition from authoritarian rule to de- 
E Mew econ mocracy needs careful management. Not many coum 
7 tries are as lucky as the Philippines, where an avuncular _ 
finger-wagging from President Reagan and a swift 
change of loyalty by two key men helped to flick an 
ailing and self-doubting dictator off his throne in- 
February. President Zia is healthy and confident. 
r she has Pakistan is in better shape than the Philippines. But, 
upset ae other nine par Move- having started the democratising process by last year’s _ 
Restoration of Denioc ndicating election, Pakistan’s president cannot now call it off. It is 
not ne herself doubtful whether the next election can wait until the - 
d people who que eof her scheduled date of 1990, and whether the “non-party” 
el oe company of s) Sy nts. principle can be applied again. : 
: ay h te Pakistan lives on a largely democratic subcontinent. = 
Its chief ally, the United States, on the whole prefers 
friends whose politics show them to be clearly different. 
from the totalitarian power that now laps up to Pakis 
an stan’s north-western border. President Zia, and Paki- _ 
s RAE People stan’s army, have to accept the logic of the step forward — 
the Pakistanis better they took last year, and take the next step. 
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honestly. With no day-to-day management duns, non- 
ay, tive den aad executive directors are supposed to bring objectivity 
ne: qo Man mayendone and outside experience to boards that might otherwise 
yndon. A lot of rubber-stamp the boss’s less-than-brilliant suggestions. . 
SJ oe eA ah ae There is not so much management talent in Britain that 
xc! companies can afford unduly to shackle headstrong. 
ngen hief ho sh flair for making 
s chief executives who show some flair for making. 
a money. But non-executives should have the power to 
AS a 9 j question, to warn about and, if necessary, to halt thei 
33 Ae \utives on grosser follies. 
Nt Many do not speak up as often as they should. a 
Distillers’ three non-executives failed to improve the. 
firm’s lacklustre performance. In America, Allegheny — 
International’s board, studded. with the rich and famous $ 

















Jaig), p atastrophic four-year slump 
from pro ss before the chairman was forced to 
resign this month. But determined non-executives can 
do a lot. Last year, outsiders ditched the chairmen of a 












f eight directors at big British non-financial 
panies are usually non-executives. In the United 
out of 14 is the norm. Almost all big American 
+, but only one-fifth of British ones, have non- 
idit committees—giving outsiders regular 
ncial data, and private sessions with both 
nd individual managers. The New York Stock 
requires companies to have atleast two outside 
s and a non-executive audit committee. Britain 
sno such rules. A growing minority thinks it should— 
amending either company law or the London Stock 
shange’s listing requirements. | 

Neither the British government nor the London 



























_ So far, France’s trip into the unexplored region known 
_as cohabitation has gone far better than most people 
_ predicted. At the end of the first session of parliament 
in which a conservative prime minister has had to share 
power with a socialist president, the country is being 
_ governed, change is happening, horns are still more or 
less unlocked. The opinion polls show that the French 
relish the experiment. It is too early to conclude that 
his curious partnership between two wily and strong- 

inded men, Jacques Chirac and Francois Mitterrand, 
or should last until the presidential election due 18 
iths from now, But the forecasters of instant doom 
id corrected. | 














of state, Mr Alexander 


The Chirac-Mitterrand cohabitation has led to neither blur nor split 


_ him to go ahead. But an election 
-that the conservative government ° 
-arè to be found: in a curtailmen 


he is constantly aware of Mr N 


= Ment as well as to cause a snap; 


Stock Exchange is 
up to the pensio 
trusts and other in 
of all quoted compan 
supported the campaig 
practice, most seem to 
in the chairman’s ear wh 
to the sanction of selling 
from bad to worse. | o 

That is no. longer enough. Institutions ought to 
include in their influential nvestor-protection guide 
lines an edict that companies should possess a fixed 





, insurance companies, unit 
institutions—owners of 60% 
Britain. In theory, they have 
br non-executive directors. In 
nt themselves with a word 
ings go wrong, then resort 
r holdings when things go 
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In the National Assembly session that has ju 
the new conservative government set the $ 
fairly sweeping programme of liberalisation, 
broad privatisation of state-owned indust 
dismantled another swathe of price and 
change controls, scrapped the wealth tax, mj 
for employers to sack unwanted workers. If 
youth unemployment, lifted the state’s stil] 
from television and launched a (far from; 
and-order policy. France is not paralysed, 

There have been tense moments. and 
more. Electoral reform is in the offing, ay 
troublemaker, Cohabitation almost bl 
privatisation. A fuming telephone cq 
tween the ruling rivals ended, it sg 
Mitterrand threatening to cause an imni 
tial election by resigning—and Mr C] 














































neither’s interest. When they cooled ¢ 










nationalisation by decree but 
nt s approval: which it got. 





_ That row shows where cohabitg 










process. Without the National Ey 
Chirac has a paper-thin parliame 







delay—and of his menacing auth 
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he prime minister “feels 
peditiously as possible. A dubious pattern has devel- 








sasures by decree, has used the guillotine to get other 
hings through parliament almost without debate. The 
illotine is neither new nor particularly French, but 
ecomes disturbing when its use becomes routine. Too 








judges of the constitutional council. 
he curbing of presidential almightiness last March 


ndulgent with large ones 


ene: crowded south-east England. Channel tunnel- 
s await the go-ahead for their gigantic project, one 
will change the landscape of thousands of acres, the 
; of hundreds of thousands of people. The go- -ahead 
um whom? Local planning committees? The Depart- 
t of the Environment? No, from Parliament; the 
ormal procedure of public inquiry into such a project 
jould be so lengthy that it is to be by-passed. 

Scene: rural Herefordshire. A farmer wants to re- 
uild a ruined cottage. Fine, say the planners—except 
hat he wants to put his front door at the side. No, it 
must face on to the lane, because all Herefordshire 
cottage front doors do. In fact, they don’t. But rather 
than waste time arguing, he solemnly sticks on the front 
of his cottage a door that nobody will use, indeed 
vithout a doorstep. Just down the lane, his neighbour 
uts up a barn. It is big, it is ugly, but it is a farm 
uilding and less than 5,000 square feet. It needs no 
lanning consent whatever. 

Scene: inner London, an elegant, if faded, grey- 
ecoed Victorian terrace. One owner repaints her 
use, in an elegant pale lime- -green. Lime-green! The 
council orders her to repaint it grey—and has the 
er to do so, because this is a conservation area. 
scene: inner London, five miles away. Promoters 
in the largest office development ever proposed for 
lon. For most of the site they require no permis- 
ti, because this is an enterprise zone. 


; Ridley, decontrolling detail 


tem often preserves worthy old buildings, but, as the 
w environment secretary, Mr Nicholas Ridley, ar- 
| recently, and many architects before him, it can 
ibit worthy new ones. It enrages developers and 
»perty-owners of every sort—which may show it is 
gits job. Yet the post-1945 era of planning has seen 


Lod os 


lin’s countryside deflowered almost as it was in the 


obliged to get thines done : as. _ promised to revi we. 


ped. His government, having opted to impose its key 


uch of parliament’s job is having to be done by the 


sritain, town-and-country planners are too fussy about small schemes, 


se four true tales say most of what needs to be said 
out Britain’s town-and-country planning system. The 


: ae they hi door ben eee its ity centres 









next stages of his halet would | gain weight irom 
more reasoned consideration. It would be a pity if 


-Frenchmen came to associate his name—and that of- 


cohabitation—with an emasculated legislature. 










Some form of land-use planning is needed 
countryside and cities would have been even | 
treated without one. The dispute is over the way the” 
system works. It can be deliberately abused: try getting - 
consent for a private school in some far-left borough of 
inner London. More typically, proper local interests 
tend to override- proper national ones: left to them- 
selves, district planners in south- east t Eng and Penna, 

never provide enough building land. T : z 
posed corrective is appeal to 
(which, of course, can get thing rong: “witness the 
permanent butchery of the Clyde coast to give a Bla 
steel industry temporary life). : 

The appeals bring fearful delay. Some halfway house - 
is needed between endless public inquiry, as for the © 
second Sizewell nuclear power station, and the special 
procedure being used in the attempt to push through 
the Channel tunnel. Mr Ridley should blitz those of his. 
Whitehall civil servants who keep countless humbler. 
appeals against district planners’ decisions fat too long 
on their desks. A e = 

The _ use-Classes order”, 











































rightly, to be amended. Buth \ | wants to move > 
even further to decontrol of detail. He thinks details of- 
construction and appearance should be left to develop- _ 
ers and architects. So do they, but they go too far, = 

It is true that planners may restrict unduly: the most _ 
splendid scene in Oxford. would not exist if some — 
seventeenth-century, planner could have banned the — 
neo-classicism of the Radcliffe Camera fro disturbing © 
the Gothic colleges around it. But look vat the medio-. 
crity that the 1960s and 1970s put up in the City of- 
London. Planners allowed it, but it was architects and | 
developers who chose it: uncontrolled, they would r n i 
have done better but even worse. 00000. ne 

Postwar Britain has been. too tough mo 
schemes, too indulged , ree, The ¢ 




















Peter Palumbo’ S iain 


_ and leave farmer Edward: 


front door. 


eee 


= 


T 


Choosing the right XO is easy 
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ICES ELSEWHI 


S.A. PR 


THI 


$ 80° iS THE PRICE OF A SUPE- 
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CHAMPAGNE BY OFFICIAL 
DECREE, ONLY SUCH A COGNAC 
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The revolutionary Airbus concept, 
already chosen by over 50 of the 
world's leading airlines. 
The Airbus family, offering reduced 
airline operating costs worldwide. 
The Airbus family, consistently setting 
new standards in passenger comfort 
and marketing opportunities. 
And now the all new Airbus A320. 
Years ahead of the competition and 
firstwith the right answers for 
the 150 seat market. 
Airbus, the most advanced family 
of jetliners in the world. 


© Airbus Industrie 
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OM OUR LEVANT CORRESPONDENT | 





world feels so much impatience and 
ixiety about the six-year-old war be- 
een Iran and Iraq that many people 







eenth time, whether Iran is preparing a 
nal offensive”. It may be doing just 
at. The Iraqis say they are on full alert 

ranian troop concentrations 
u ust behind the Toni lines. 





had ffensi é strategy a its own: to 
use its air power to throttle Iran’s ability 
to export oil—and hence, the Iraqis hope, 
its ability to go on paying for the war. 
= Over the past ten days Iraq has been 
- demonstrating that it can now do this 
better than ever before. Its war against 
_ the oil tankers may not bring Iran to the 
-negotiating table, but at could make a 
nervous Iran throw even more men and 
< boys.into that “final offensive’’. 
"The change is that Iraq now has the 
> entire length of the Gulf within bombing 
<- range. It demonstrated this on August 
- 12th, when its Mirage aircraft mounted a 
particularly destructive raid on the Irani- 
an oil terminal of Sirri Island. The Iraqis 
-had long been attacking Iran’s main, but 
peakly defended, oil terminal at Kharg 
id, and the adjacent pumping 
| Ganaveh: they have 

























‘as fai a S ehate thes 
‘ed. ‘that Sirri, some 400 miles _ 
harg and 150 miles from the 
of Hormuz, was beyond the 
of Iraqi aircraft. Then, in 
Iraqi Mirages began recon- _ 
e flights over Sirri. š 
irst, Iran reacted. by moving 
f its trans-shipment activities 
nake-shift installation at Larak 
and, 100 miles beyond Sirri. But ` 
early August the Iranians aban- 
öned Larak. The transfer opera- 
ions had been troubled by bad 
ather, there was not enough ad- 











can squash yOu, 
first 


ave started wondering, for the ump- 


_. As the Akarita knows, Iran has missiles too | 


ans feared for the security of their nearby 
naval base at Bandar Abbas. 

So the transfer of oil at Sirri was in full 
swing when the Mirages delivered their 


blow on August 12th, setting three tank- 


ers ablaze. Distance now offers Iran scant 
protection from the Iraqi air force. The 
Mirage fighter-bombers—Iraq has about 
100 of them—normally have a combat 
range of 500 miles, but the Iraqis were 
able to lengthen their range for this attack 
by using aerial tankers, believed to be 
converted Russian AN-12 transport air- 
craft, to refuel the Mirages in mid-flight. 
Now that the Iraqis have shown they can 
use the aerial-refuelling technique, they 
can threaten all the potential trans-ship- 
ment points in the Gulf (see map). 

The destruction in the tanker war, 
mostly inflicted by the Iraqis, is sobering. 
So far this year 55 tankers have been hit, 
more than in the whole of 1985. Nearly 
7m deadweight tonnes of shipping have 
been destroyed and about 30 seamen 
killed. On August 18th and 19th alone, 
Iraq is reported to have attacked a cargo 
vessel or tanker off the lranian coast; an 
Iranian helicopter attacked a chemical 
tanker, killing two seamen, and Iranian 























































ablaze. “ee 
The effect of Iraq’s assaults has be 

less than it might have been on 

Iranians, because edie has matic ë 


island. near r Sirri, a a 1 dae 
of be jue 12th. But Sirri still s 





tions back to Larak. Puana. their be 
face on it, the Iranians claim that Larak 
will be able to handle 1m barrels a day 
once the weather improves in September 
And while Larak is just within range of- 
Iraqi aircraft, it is small and hard to hit. ` 

Iran's nimble-footedness, combined 
with the huge capacity of the Kharg anc 
Ganaveh facilities (6m barrels a day) 
kept the Iraqis from cutting [ran 
oil lifeline. They have, howeve 
squeezed it hard, cutting Irans 
exports back from a high of 1.6 
barrels a day last year to 1.1m nov 
That is just about enough to keep 
Iran’s war effort going. A precious 
100,000 barrels a day of this goes 
free of charge to Syria to keep it o 
Iran’s side. 

The Iraqi attacks have alsé 
obliged Iran to pay $60m for: 
chartered tankers which it uses to 
shuttle oil between loading and 
trans-shipment points, and to sto 
oil at places unequipped with sto 
age tanks. Shuttle tankers cost 
$20,000 a day to run, and storage 
tankers half that. But the tank 
war has also cost Iran millions | 
dollars in destroyed shuttle ta 
and big increases in insurance 
miums, which the Iranians: 
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FROM OUR TOYKO CORRESPONDENT 


A 42-year-old South Korean poet study- 
ing for a doctorate at Tokyo University 
does not sound like a troublemaker. But 
Mr Kim Mong Shik has become the most 
celebrated member of a small but dedi- 

cated band of foreigners who refuse to 
9 fingerprinted under Japan’s alien- 

tration law. 


© Peesi law requires foreign resi- 
dents to be fingerprinted every five 
years, when they get their registration 
seen renewed. Japan is not alone 
cy aliens to carry identity cards 
or to be fingerprinted; but it seems to be 
the only country that requires foreign 
joiden to be fingerprinted repeatedly. 
It is hard to understand why: who is 
going to change a o esii 
year ago, 1 foreigners briefly 
Gass to be ingoiti, as part of an 
organised campaign against the exasper- 
ating practice. About 2,000 hard-core 
refuseniks are left, four times as many as 
before last autumn’s campaign and 40 
times as many as two years ago. 

A handful of those refusing to be 
fingerprinted are westerners, who object 
as a matter of principle. But the dedicat- 
ed refuseniks are Koreans, and for them 
the issue is something more. They feel, 
with some Larry ond that it is only the 
latest example of Japan’s systematic dis- 
crimination against them. Officials of the 
two countries met this week to discuss 
fingerprinting, which the South Korean 
government wants Japan to scrap. The 
meeting produced no result, and the 
“arn gl will be taken up again at a 

Oreign ministers’ meeting next month. 

The South Koreans contrast the treat- 





_ behalf of shipowners. Insurance rates on 


_ ships serving the southern island termi- 
= nals have doubled since the Iraqi raid, 


and those on their cargoes have tripled. 


All this is inflicting hardship on Iran, 


7 _ but it is not breaking the mullahs’ will to 


continue the fight. The Iraqis cannot 


3 realistically hope to force a change in 


Pa 


Tran’s policies unless they can reduce the 
outflow of Iranian oil to around 750,000 


barrels a day (at the present price of 
_ about $12 per barrel), and keep it there. 


_ That is not impossible—the Iraqis man- 


aged to do it for a few months last year— 
but it will be difficult. And Iran’s loss of 


_ oil revenue might be at least partly made 
= good by money from another quarter. 
_ The Iranian oil minister was in Moscow 


this week, reportedly to discuss the re- 
-= sumption of gas exports to Russia. The 
_ financial pressure on Iran will be greatly 
_ eased if it reaches a deal with the Soviet 
‘Union to resume selling gas in the quanti- 
ties Russia used to buy from the Shah. 
Iran’s response to the pressure on its oil 
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Some unpretty Japanese prints 


to surmount the prejudice that helps 





































ment last March of another refusenik, 
who happened to be the American wife 
of a Japanese man, with the threatened 
deportation of Mr Kim. Mrs Kathleen 
Morikawa was simply fined the standard 
Y200,000 ($1,350); her visa was then 
unconditionally extended. Earlier this 
month, another South Korean refusenik, 
Miss Choi Son Ae, a 26-year-old pianist, 
was refused a re-entry permit by the 
Japanese authorities when she left the 
country to study music in America. 
Some 85% of Japan’s “foreign” resi- 
dents, 680,000 people, are Koreans. 
Three-quarters of them were born and 
brought up in Japan, human evidence of 
the days when Korea (like Taiwan) was a 
Japanese colony. Most Japanese still 
look down on Korean-Japanese as colo- 
nials or think of them as gangsters. 
Koreans brought up in Japan find it hard 


keep them out of the best universities 
and jobs. They face the ugly choice of 
renouncing their ancestry (the Japanese 
authorities can, for example, consider 
the refusal to take a Japanese name 
evidence of an unwillingness to be assim- 
ilated), or living as second-class citizens 
in their own land. 

Japan—which unembarrassedly con- 
tinues to strive for “one race, one lan- 
guage, one culture’—is one of the few 
countries where ethnic identity is still 
equated with nationality. It has ruthless- 
ly assimilated the ethnic minorities of 
even its own islands, the Okinawans and 
Ainu Japanese. It may not do the same 
with Koreans, if Mr Kim has anything to 
say about it. 


jugular will probably come in the form of 
an increase in the size of that “final 
offensive”. This assault is, however, still 
subject to some mystery. The influential 
senior cleric, Hashemi Rafsanjani, has 
pooh-poohed talk of anything really **fi- 


nal”, and dismissed speculation that the 
war might be over by the end of the 
Persian calendar year next March. Even 
the Iragis say they do not expect a big 
offensive before early October: the bat- 
tlefront’s summertime temperature, 
which can reach 130°F, makes the han- 
dling of any weapon difficult, and sitting 
inside tanks virtually unbearable. 

A more realistic guess is that the Irani- 
ans will wait for six months to give their 
pilots time to learn how to fly the 50 MIG- 
21s they have got from China in a swap for 
oil. Iran badly needs better air cover: the 
massed infantry attacks that are its threat- 
ened ultimate weapon—it has three times 
as many men as Iraqg—are hideously vul- 
nerable to air attack. The Iraqis say 
confidently that they can stop any Iranian 





offensive, even one mounted simulta- 
neously on several sectors. So far, the 
armies have fought only on one sector at a 
time. If the predicted great attack comes 
all along the 800-mile line, Iraq will be 
facing its moment of truth. 


Pakistan 
A week for losers 


FROM OUR PAKISTAN 








_ The auguries are not good for Pakistan's 


opposition alliance, the Movement for 
the Restoration of Democracy (MRD). In 
the week since the government cracked 
down on it, the alliance has failed, in 
three of the country’s four provinces, to 
mobilise much popular support for fresh 
elections or the release of its hundreds of 
detained politicians. This does not 

the government is strong; but it may we 
mean that the opposition is weak. 

In the province of Sind, whose capital is 
the great port of Karachi, there were 
clashes between rival groups and acts of 
sabotage, which the authorities put down 
with a heavy hand. The government and 
the Sindhis have long been at odds. Three 
years ago, in response to a call by the 
MRD, the province rebelled against the 
Punjabi-dominated army. Hundreds of 
people are thought to have been killed in 
the repression that followed. Over 150 
policemen have since been killed in Sind 
by gangs of well-armed bandits. Even 
before the present unrest, the govern- 
ment was considering sending in the army 
to restore order. 

The MRD leaders who are still at liberty 
continue to insist that theirs is a peaceful 
movement. The events in Sind belie that. 
More than 20 people have been killed, 
some in straight clashes between arm 
demonstrators and policemen, some i 
battles with the fanatical followers of the 
Pir of Pagara, a religious and political 





. In Punjab, where 

y anti-government 

for the MRD’s suc- 

ampaign has not 

monstrations in La- 

capital, have attract- 

.000 people each time, 

local standards. The 

argue, unconvincingly, that 

he streets are merely the hard- 

ctivists, and that many more are 

nd them. They are right, however, 

when they say that the MRD was not 

Boperly organised for its unexpected 
frontation with the government. 

es the protests have been 


Miss Benazir Bhutto's . 


rty, although in Sind 
: ipported by the revolu- 
tionary left-wing Awami Tehriq, and in 
Punjab by the religious Jamiat-i-Ulema-i- 
Islam. The alliance’s protest campaign 
was supposed to start on September 20th. 
_ Miss Bhutto’s party has said that it was 
_ Fecruiting a group of militants, called the 
“gloves of democracy”, to take over if the 
party’ s leaders were arrested. All that 
_ preparation was cut short. 
-Despite the opposition’s weaknesses, 
ee povernment is in a difficult 


aed ‘street pee “But icecpine 
; in detention would mean n losing its 
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Land of trouble 
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His handpicked successor, Mr Ali Hassan 
Mwinyi, who is from the offshore island 
of Zanzibar, has begun to upset the main 
economic tenets of Mr Nyerere’s rule. 
Advice from the International Monetary 
Fund, which Mr Nyerere once described 
as “capitalism's policeman”, is being fol- 
lowed, and this week Tanzania and the 
Fund fixed up an agreement for a standby 


Joan of SDR65m_ ($78m)—Tanzania’s 


first such agreement in six years. 


Not everybody in Tar 


about this change in dire 


ere has remained chair 
permitted party, the Revolu 

(or the CCM, Chama cha M 

the official language, Swahili) 
tary-general, Mr Rashidi Kaw 

to keep up old-style Nyereri 
prime minister, Mr Joseph Wario 
the finance minister, Mr Clemer 
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Warding off the evil eye 


Conversation is not yet dead in Papua 
New Guinea. The government decided 
on August 19th that most of the country 
can manage without television for a little 
longer: it reckons people can get all the 
news they need from newspapers and 
radio. An Australian-owned company 
which is ready and eager to start trans- 
mitting in Papua New Guinea has been 
told not to begin until 1988. and perhaps 
not then. 

The government has taken a look at 
television in other developing countries 
and noted that much of the material 
shown is soap-opera junk bought cheap- 
ly from American and other western 
companies. Home-grown shows are few, 
and usually poor in quality because they 
are so costly to produce. “We don't want 
to be made into Americans or Austra- 
lans,” a government minister said this 
week. Papua New Guinea is also worried 
‘that crime dramas on television would 
give tips to the gangs of hooligans, called 
“rascals”, who caused so much trouble 

-last year that the government temporar- 
ily imposed a night- time curfew in the 


ae ca pa Port Moresby. 


Television is available in Papua Ne v 
Guinea, Well-off residents, mostly Au 
tralians working as advisers to th 
ernment or employed in the mi 
dustry, get their diet of “Dal 
satellite dishes in their g sete 





The Standard Chartered Group profit before taxation for the half year to 30th June 1986 is £131.0 million. 
l Six months Six months Twelve months 


ended ended ended 
30th June 30th June 3st December 


Financial Highlights 


Trading profit 

Profit before taxation: oa 
— Group excluding Stanbic 

— Stanbic 


Profit before extraordinary items 
Earnings per share 
Dividends per share 


ers 


ee 


In announcing the interim results, the Chairman, Lord Barber, said: 


“The 2% reduction in Profit before taxation reflects the reduced contribution from associates stemming from 
adverse movements in exchange rates, particularly the South African Rand and the Nigerian Naira, and the 
dilution in the Group's shareholding in Stanbic from 53% to 39%. Other salient features are: 


Trading profit has increased from £97.5 million to £113.6 million — up 16.5%. 

Aggregate charge for bad and doubtful debts has increased from £45.6 million to 

£67.4 million — up 48%. 

Profit before extraordinary items has increased from £60.2 million to £70.2 million — up 16.6%. 
Earnings per share have increased from 38.7p to 45.lp — up 16.5%. Co 


The Group continues to feel the effects of exchange rate fluctuations, particularly the weakening of the U.S. 
Dollar and of currencies linked to it. If the 1985 half year results of overseas operations were restated at June 1986 
rates, profits before taxation would be showing an increase of £19.3 million or 17%. 


The weakness of the U.S. currency has had an adverse effect on the results of International Banking 
Division, London, but despite this, United Kingdom profits were maintained at the higher levels recorded last 
year; Chartered Trust, the Group's consumer finance arm in the U.K., has already announced a 46% increase in 
interim pre-tax profits to £5.9 million. A strong performance has again been recorded in North America where 
the Union Bancorp group has posted.a 15% increase in profits after tax for the six months, and notable 
improvements have been achieved in both the Middle East and South Asia and in Europe. Although underlying 
performances in Tropical Africa have been most satisfactory, adverse currency factors have left profits lower than 
last year's when translated into Sterling. The economic difficulties affecting a number of countries in the Asia 
Pacific Region, particularly Malaysia and Singapore, have continued to depress results from the tegion; however, ~ 
the recovery in Hong Kong is continuing. 


The loan loss experience previously noted in the Asia Pacific Region has continued into the first half of 1986 
with Singapore and Malaysia being hardest hit. The shipping sector shows little sign of improvement and-this 
has adversely affected profits in Hong Kong. 
In South Africa, Stanbic has reported unchanged profits before taxation; however, due to our reduced 
shareholding and the continued weakness in the Rand, the Group's share of Stanbic’s pre-tax profit has declined 
to £12.6 million, representing under 10% of Group pre-tax profit. 


The lower charge for taxation results from a higher proportion of profits earned in the U.K. and a reduced 
tate of U.K. corporation tax. 

In my letter to shareholders of 21st June 1986 I indicated that the Directors expected to recommend in due 
course the payment of dividends in respect of the year ending 31st December 1986 totalling not less than 
35 pence per share, an increase of 14.8% over 1985. In view of the growth in earnings per share an interim dividend 


of 12.5 pence per share (1985 — 10.5 pence) has been declared for payment on 3rd October 1986 to shareholders 
registered on Hth September 1986. 
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(u naudited The charge for bad and doubtful debts comprises: 


Six months Six months Twelve months 
ended ended 
30th June Hst December 


Six months Six months Twelve months | T | | 1985 -1985 


ended ended ended | 
30th June 30th June 31st December t Specific 


General 


Regional analysis of profit before taxation (after allocation of 


central expenses} Six months Six months Twelve months: 
ended ended ended 
: 30th June 30th June 31st Decembe 
. i 1985 fos 


£m 

United Kingdom 58.2 
Europe : (0.4) 
North America 
Middle East and South Asia 

ae oo Asia Pacific 

fore taxation 131.0 Tropical Africa 

mee © -1 South Africa 


56.6 | | Profit before interest 
on loan capital 
Interest on loan capital 
relating to central 
Profit after taxation 74.4 | financing (20.3) 


| E 4.2 6 | Profit before taxation | 133.8 


3. Taxation 
The charge for taxation, which reflects the estimated effective 
E A rate for the year, is based on a U.K. corporation tax rate of 36.25% 
pE TOUL RHG l (1985 — 41.25%) and comprises: 
. -extraordinary items | Six months Six months Twelve months 
ae ended ended ended 
30th June 30th June 31st December 
1986 1985 
| £m Em 
Company and subsidiaries 51.9 51.6 1 


| Profit attributable | Stanbic and associated 
companies 4.7 16.8 


Dividends E | 56.6 68.4 


BR 


Extraordinary Items (net of attributable taxation relief) 
Extraordinary items comprise: — 
Costs relating to bid defence 
Provision against trade investment and other items 


38.7p 85.3p] Attributable tax credit 


45.1p 


Ea 5- The financial information included herein for the twelve months 
(Interim) (Interim) | ended 31st December 1985 is based on the full Accounts for 1985 which 
| | have been filed with the Registrar of Companies, and on which the 
Auditors gave an unqualified report. 
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warehouse doors to prevent thefts. Early 
this year a delegation went to Europe 
with a begging bowl, but even the kind- 
est-hearted donors said they would help 
only if the country adopted the reforms 
recommended by the IMF. 

So a three-year recovery programme, 
based on hoped-for exports, was adopted 
in June. In 1984, the state marketing 
board, which buys crops from farmers, 


| = was paying only 20% of world prices for 


their export crops; not surprisingly, the 
output of such crops fell by about a 
quarter between 1970 and 1984 (see chart 
on previous page). Prices to farmers have 
now been increased by between 30% and 
80% , and the Tanzanian shilling has been 
devalued from around 16 to the dollar in 


' January to 42 today. 


Now that the standby agreement with 
the IMF has been reached, Tanzania can 
get down to rescheduling payments on its 
foreign debt of $3.5 billion. The World 
Bank, which had suspended disburse- 
ments because Tanzania was so far be- 
hind with repayments, is now due to 
commit ‘another $100m. Several govern- 
ments which had been waiting for an IMF 
agreement will unlock credits they have 
been holding back. 

But Tanzania’s leaders are still in two 
minds about reform. Loosening the 
state’s hold on the grain-marketing sys- 
tem, along with good rains, helped con- 
sumers enjoy a 50% fall in real food 
prices last year. But the devaluation has 
sent some consumer prices soaring. This 
makes the government nervous, especial- 
ly since the currency’s official value is still 
three times its unofficial rate. 

The export-crop farmers may never see 
the higher prices they have been prom- 
ised. Under the failed system of ujamaa, 
or “African collectivism’, farmers get 
only 10Us for their pains, and there is no 
adequate rural banking system. The Rev- 
olutionary party controls the collective 
farms. Many farmers bribe the party boss 
to let them tend private plots, while the 
collective fields are worked by children 
illegally kept away from school. The hope 
is that village co-operatives may now 


come to displace the state-run collectives. 


Mr Nyerere’s rule brought some good 
things. He struggled to eradicate tribal- 
ism, and protected the lives (while de- 
stroying the prosperity) of the thrusting 
Asian business class. Four-fifths of Tan- 
zanians are now literate in Swahili. There 
are the rudiments of a rural health ser- 
vice, and bore-holes in the arid zones. 
Now, at last, the policies to which poverty 
has driven Mr Mwinyi’s government 
could make it possible to cash in on 
Tanzania’s resources—which include 
gold, diamonds, game parks that make 
Kenya's look like paddocks, and enough 


Nicaragua 








The quick slide down 


FROM OUR CENTRAL AMERICA CORRESPONDENT 


The Sandinists of Nicaragua are fighting a 
war on two fronts. The armed attacks of 
the contra guerrillas have so far caused 
them less trouble than the economic pres- 
sure the United States is bringing to bear. 
The American trade embargo imposed 
last year now forces Nicaragua to- import 
spare parts for American machinery at a 
premium through third parties. The con- 
tra war is also costly. Farm output has 
fallen in the conflict zones: tens of thou- 
sands of peasants have fled from the 
mountainous areas where maize and 
beans are mainly grown, and conscription 
has aggravated the labour shortage, par- 
ticularly at harvest time. Heavy defence 
spending has widened the budget deficit 
to 23% of GDP and is helping to fuel the 
inflation rate of at least 600% a year. 

The Sandinists have made matters 
worse, with their inept central-planning 
policies, their capricious treatment of the 
private sector and their alienation of 
skilled labour. If, as some claim, Ameri- 
ca’s “low-intensity war” is intended more 
to inflict economic and psychological 
damage on the regime than military 
losses, then the Americans must be 
pleased. Things are so bad that economic 
advisers to the government say that Nica- 
ragua, which already has observer status 
with the Soviet-block economic group 
Comecon, has asked for “comprehensive 
economic integration”. The punch-line to 
what sounds like a bad joke is that the 
Russians don’t want to let Nicaragua in. 

A few figures help tell the grim tale. 





land and water to feed all of East Africa. One of the many queues 
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MANAGUA 


The estimated $6 billion in foreign debt is 
around four times GDP per year and the 
annual cost of servicing the debt is higher 
than the value of a year’s exports. The 
Nicaraguan cordoba, which trades offi- 
cially at 70 to the dollar, has a real rate 
closer to 2,000. Since government figures 
on output are manipulated, the ‘best 
gauge of the economy’s performance is 
buying power. Official figures show that 
farm labourers have lost 60% of their 
purchasing power since 1979. Urban 
workers are 20-40% worse off. Improve- 
ments in housing and health care, where 


‘they exist at all, do not make up for the 


lack of food. Nicaraguan peasants, who igus 
some areas used to eat rice and be 
three times a day, say they are rationed to 
two pounds of rice per person each 
month. They say meat is just a memory. 

The government has responded in two 
ways. The first is a publicity stunt called 
the “victory plan”, which blames price 
rises on speculation and highlights police 
raids on black marketeers. The second is 
a new respect for the small farmer, who 
was neglected in the early Sandinist en- 
thusiasm for big farming schemes. 

It seems that the government has now 
changed tack. A British economist work- 
ing in Nicaragua says: 

Until 1984 the peasants were seen as the 

social base ofthe revolution, while the state 

sector and the “‘patriotic” capitalists were to 
be the engine of growth. Now they [the 

Sandinists] realise the peasants have got to 

be their economic base as well, 


Many resource-guzzling investment pro- 
jects have been shelved. According to 
government, private and state f 
particularly private cotton estates along 
the Pacific coast—have been trimmed or 
broken up to give land to the peasants for 
planting food grains. 

Most of this land has gone to “credit 
and service co-operatives’, which are 
loose groupings of individual farmers, 
rather than to the once favoured collec- 
tives, the Sandinist Agrarian Co-opera- 
tives. Single families are reportedly get- 
ting an increasing share of the land, 
despite the Sandinists’ fear of a landown- 
ing peasantry. And to coax them to plant, 
price controls on maize and beans have 
been relaxed. The next harvest is likely to 
be a big test of the new policies. 

The cost of shifting Nicaragua towards 
self-sufficiency in food has been to cut 
agricultural exports, mostly of cotton and 
coffee, even further. The trade minister, 
Mr Alejandro Martinez, says that these 
exports will be around $230m this year, 
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“BEC and the Aa an Develop- 
ment Bank, make this easy by giving their 
_ development-project money at the offi- 
cial exchange rate, thereby leaving 90% 
or more of the hard currency to find its 

| uy into other uses); or that the Sandin- 

ists are involved in the cocaine trade, or 
are more dependent on the Soviet Union 
“than they say. 

. The foreign aid helps to cushion Nica- 
tagua from the full effect of Sandinist 
mismanagement and America’s war of 
economic attrition. The collapsing econo- 
omy is unlikely to pose a serious threat to 
the Sandinists’ well-armed regime. But 
Nicaragua is turning into a subsistence 

a ~ economy, and the Sandinist revolution is 
i pov as much a warning as an inspiration 

leftist movements in Latin Amer- 
t one of President Reagan's 
achieved. 
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President Pinochet stands. General | 


: a pear: marae chat with 
inochet. He urged the presi- 


and assembly. General Pinochet gave his 
usual growling answer. The Reagan ad- 
ministration is therefore likely to vote 
against forthcoming loans to Chile from 
the Inter-American Development Bank 
($300m), the World Bank ($250m) and 
the Bank’s affiliate, the International Fi- 
nance Corporation ($15m). 

The loans will probably go through on 
other countries’ votes, but the American 
gesture will be noted in Chile. The Chil- 
ean army and the country’s business com- 
munity worry about 70-year-old President 
Pinochet's plausibility. Having run the 
country since 1974, he announced recent- 
ly that he would continue to do so after 
1989; and then, when nobody cheered, 
retracted. Since then he has toured the 
country reminding his listeners of the 
recent discovery of a communist arms 
cache and presenting himself as the indis- 
pensable bulwark against communism. It 
is not inconceivable that, even if the 
ruling junta names him the sole candidate 
in the 1989 plebiscite required by the 
constitution, there might be a majority of 

“no” votes. That would be a humiliation 
for the army, as well as for him. 

This is where the democratic opposi- 
tion comes in. It had previously made the 
unrealistic demand that General Pinochet 
should be removed from power within 18 
months, rejected his constitution, and 
organised demonstrations which turned 
violent, This alienated a lot of people, 
and the opposition has now changed tack. 


On August 13th, the centre-left Demo- 


cratic Alliance called for a plebiscite to 


authorise the free election of a president 
and of a congress that could reform the 


constitution. It also suggested consulta- 


tions between military and civilian lead- 
ers about a transitional regime, but im- 
o plicitly . 





rejected any dealing with the 
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Palestinians | 
Another twist to 
the knot 


FROM OUR LEVANT CORRESPONDENT 





King Hussein of Jordan, in his search for 
a new Palestinian leader to replace Mr 
Yasser Arafat, is now emphasising th 
velvet glove rather than the iron hi 
Last February the king announced that 
no longer thought Mr Arafat was se 
about negotiating a peace deal | 
Israel and a Palestinian-Jordanian co 
federation. To get Palestinians to give 
their support for Mr Arafat, Jorda 
fused to let known supporters of ` 
leader of the Palestine Liberation O 
sation cross the river from the i-r 
West Bank, Other Palestinians, who OW 
let in, were harshly interrogated; som 
had their Jordanian passports confisca 
ed; and 30 West Bank journalists wer 
black-listed. 

Now the glove has been. slipped. 
again. Since mid-July there have. beer 
prohibitions on West Bank Palestin 
and little harassment of them. In 
itself H Palestinian journalists. 
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been told to stop writing for foreign 
publications have been allowed to start 
again; one of them has been given two 
interviews with the king himself. King 
Hussein has changed his tactics. 

He remains convinced that Mr Arafat 
should be removed as the PLO’s leader. 
But Mr Arafat retains his snipe-like abili- 
ty to dodge the shotguns. He has given 
neither a firm yes nor a decisive no to 
suggestions from some of the PLO factions 
based in Syria that, if he forswore dealing 
with King Hussein, they would come 
obediently back under his leadership. 
Support for Mr Arafat in the West Bank 
seems to be holding up. 

So King Hussein is drawing attention to 
the gentler part of his West Bank policy: 
an ambitious five-year plan, drawn up by 
Jordan’s planning minister, to improve 
the West Bankers’ “quality of life” by 
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spending large amounts of money on 
housing, education, public works and 
agriculture. The snag, for the king, is how 
to find the money. The only two possible 
sources are the Arab countries of the 
Gulf, and the United States. 

The Arab oil-producing states, apart 
from being a good deal poorer than they 
were a year ago, are at least publicly in 
favour of Mr Arafat, because they fear 
the more belligerent (and often lefter- 
wing) Palestinians who sit in Syria and 
Libya. They may produce something, on 
their usual insurance-policy principle, but 
it is unlikely to cover the whole bill. 

The United States already channels 
$4.5m a year through Jordan for agricul- 
tural and water projects in the West 
Bank, plus another $14.9m in contribu- 
tions to voluntary agencies working 
there. That is tiny compared with the 


3 rms, no vu, no kit 


FROM OUR SPECIAL CORRESPONDENT IN SHANGHAI 


If any of Shanghai's three main newspa- 
pers ran “Apartments for Rent” adver- 
tisements, which they do not, a typical 
one might run as follows: “3 rms, no vu, 
no kit, common bth, in need of extensive 
repair. Occupancy: 5 to 8 people.” In 
China’s most densely populated city, 
living space averages about 55 square 
feet for each of the city’s 13m people. 
There are not enough apartments to go 
around, and anybody who wants to find 
one has to master a hopelessly chaotic 
housing market. 

More than 100,000 Shanghainese have 
their names on the official waiting list for 
new homes, but the real number of those 
looking may be much higher. Young 
people who follow the traditional route 
of applying for an apartment through 
their work unit can wait anywhere from 
three to ten years to get one. In the 
meantime they must live with their par- 
ents. Newlyweds who want a bit more 
privacy can put their names down for a 
flat in “young couples’ buildings”, al- 
though there is a several-year wait for 
those too. If, after two years in one of 
these flats, the young couple still have 
not found a place to live permanently, 
they must return to their parents, 
squeeze in with friends, or live at sepa- 
rate addresses. 

Although the city government has 
been building some new houses, it does 
not amount to much: housing officials 
claim that the city put up only 6,000 new 
apartments in 1985. So most Shanghain- 
ese still live in quaint but woefully dilapi- 
dated old houses in the former French 
and British concessions and in the outer 
suburbs. Older residents cling to their 
crumbling homes, saying they are more 
comfortable than government-built flats, 
even when these can be found. 

The Communist government dispos- 


sessed property owners and nationalised 
all housing in the 1950s. Things are now 
going the other way. In one of those 
blinding reversals so familiar in Deng 
Xiaoping’s China, a company called 
China Enterprise Corporation, which 
was founded in 1954 to confiscate the 
former homes of foreigners and local 
capitalists, has become Shanghai's lead- 
ing builder of housing for the commer- 
cial market. Since 1979 it has built 1.2m 
square feet of housing (enough for about 
22,000 people); last year alone, the cor- 
poration completed 400 apartments for 
sale directly to residents. 

China Enterprise now sells three cate- 
gories of housing: 70,000-yuan apart- 
ments for overseas Chinese or for their 
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And you're lucky to get one of these 


$200m a year the king's plan is said to 
need, The American Congress, which 
would like King Hussein to strike his own 
deal directly with Israel, is not in a 
forking-out mood anyway in these deficit- 
weary days. 

The king is in a bind. He feels he 
cannot start peace talks with Israel unless 
he has some reasonably convincing Pales- 
tinian leader to sit alongside him. For 
that, he needs money; but it seems that to 
get dollars out of Congress, he will have 
to say that he is willing to talk to Israel on 
his own. Anyway, some West Bank lead- 
ers have already rejected the king’s pro- 
posed quality-of-life programme because, 
they say, it is an idea that started in Israel 
and America. The West Bankers need the 
support of King Hussein. But he needs 
theirs as well. It is one more loop in the 
Gordian knot. 


relatives who still live in Shanghai; 33- 
yuan-a-square-foot apartments for local 
residents; and flats that are sold to work 
units. The work units then resell them to 
employees at a price based on the work- 
er's ability to pay (according to official 
Chinese figures, the average annual in- 
dustrial wage in 1985 was 1,176 yuan). 

Local Shanghainese who buy apart- 
ments from China Enterprise can get 
subsidies of up to two-thirds of the cost 
from their work unit, and a low-interest 
loan for the rest. The average price of 33 
yuan a square foot hides wide variations. 
The price will be 15% more just inside 
Zhongshan Road (the boundary of 
Shanghai’s “inner city”), and 30% more 
if the apartment is even closer to the city 
centre. However, people living in the 
less desirable outer suburbs pay up to 
30% less. 

An extra 2% is added on to the price 
for a sunny, southern exposure. The first 
and fifth floors in the uniformly six- 
storeyed buildings go for the standard 
price, but the third floor, away from the 
noise but not a bad climb, costs 6% 
more. The sixth floor, many tiring stairs 
away from the entrance, is 12% cheaper 
than the first floor. 

How much apartment-swapping or 
selling goes on? There is no real evi- 
dence of a black market in flats. But Mr 
Gu Daoliang may be a case in point. A 
teacher in a middle school, Mr Gu re- 
cently bought two China Enterprise 
apartments with his brother-in-law for a 
total sum of 23,000 yuan. Mr Gu and his 
wife, also a teacher, have a combined 
monthly income of 290 yuan. They had 
to borrow from their parents to put up 
their half of the cost. Would Mr Gu like 
to sell the two apartrhents at a profit and 
buy more? “It has crossed my mind,” he 
replies with a grin. 
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Morning-after thoughts on 


tax reform 
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Drink to your loopholes while ye may 


Just before midnight on Saturday August 
16th, the conferees of the Senate and 
House of Representatives agreed to the 
most comprehensive reform of the tax 
system for 40 years. After the full con- 
gress has approved the conference pack- 
e, as it will, the president will sign it 
Ato law. It is what happens next that is 
intriguing. 


The shape of reform 


Estimated total revenue effects 
Fiscal years 
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The euphoria that has greeted the 
package has been, mainly, a creation of 
the media. Administration reaction to it 
has been surprisingly guarded. “Don't 
paint too rosy a picture’, said one spokes- 
man. “By and large”, said Mr Larry 
Speakes, the president's spokesman, “the 
bill is one that we like very much, and we 
think it’s historic and all of that.” So 
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much for that. Two Republican Senators 
on the conference—Mr John Danforth 
from Missouri and Mr Malcolm Wallop 
from Wyoming—voted against the final 
package, and at least one other, Mr Bill 
Roth from Delaware, has grave reserva- 
tions about it. Even Mr Dan Rostenkow- 
ski, chairman of both the House Ways 
and Means Committee and the confer- 
ence, refused to jump into the air for a 
photographer. 

The slight feeling of unease about the 
final shape of reform is not difficult to 
explain. Though plenty of people, from 
the president down, are optimistic about 
the economic effects of reform in the 
long-term, its immediate impact is more 
of a problem. Doubts flow from the 
central calculation in the reform pack- 
age—the reduction of individual taxes by 
$120 billion over five years (with the 
money being applied to much lower tax 
rates), financed by an equal increase in 
the tax burden on companies. 

Business as a whole, though not the 
loophole-junkies, will benefit from the 
reduction in the top rate of corporate 
income tax to 34% (up 1% from the 
Senate version of the bill) from its present 
46%. But this gain is more than offset by 
the repeal of the investment tax credit, 
which will cost firms some $150 billion 
over five years, and by tougher deprecia- 
tion allowances than those in current law. 
Some say that these two changes will 
discourage investment in old-fashioned, 
capital-intensive industries like steel and 
textiles which have already taken a bat- 
tering from imports. As if to pile sack- 
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cloth on ashes, the latest GNP figures 
revised second-quarter growth to an an- 
nual rate of just 0.6%, with the trade 
balance again taking most of the blame. 

Many people are willing to be gloomy, 
in the short-term, about the position of 
individuals too. After 1987, there will be 
just two rates of individual tax, of 15% 
and 28% (though because the 15% rate 
will be phased out for high earners, their 
marginal rate will be about 33%). But in 
1987 the new rates and the old ones will 
work together, giving a top rate of 38.5%. 
The net effect is that in 1987, 40% of 
those earning $50,000-75,000 will pay 
more taxes, as will 55% of those earning 
$75 ,000- 100,000. 

The pessimists worry that those well- 
off citizens might combine with business 
to demand some help next year, raising 
the spectre that a coalition almost as 
strong as that which demanded tax reform 
will soon seek to unpick it. The opportu- 
nity will be there. Another “technical” 
tax bill will be introduced in the next 
congress to put right some of the as-yet- 
unforeseen anomalies of the present re- 
form, and any number of the old loop- 
holes could be grafted on to it. 

This most gloomy of scenarios is proba- 
bly unrealistic. The conferees and the 
administration, practical men all, have 
been careful to give early tax cuts to the 
far-more-numerous lower-paid (see chart 
on previous page), over 6m of whom will 
be relieved of all liability to tax. But 
beyond that clear and deserved benefit, 
the spin-offs of reform are only dimly 
perceived. Will it lead to a consumer 
binge this year, as taxpayers take deduc- 
tions for credit-card interest—banned un- 
der the new bill? Will charities get a 
windfall as taxpayers offload cash to them 
and claim relief at today’s high rates? Will 
America become an offshore tax haven 
for European firms? 

Most mysterious of all is the effect of 
tax reform on the budget deficit, which in 
fiscal 1986 (according to the Congressio- 
nal Budget Office) will reach a record 
$224 billion. Four days after the confer- 
ence concluded its business, the CBO and 
the Office of Management and Budget 
gave their joint estimate of the 1987 
deficit under the specific assumptions in 
the Gramm-Rudman balanced budget 
act. Their guess was $163.4 billion, $19.4 
billion more than Gramm-Rudman speci- 
fied. But no Gramm-Rudman cuts need 
be ordered (if anybody ever finds a way of 
ordering them) if congress gets within $10 
billion of its target—and the tax bill will 
produce a windfall of $11 billion next 
year. 

Will that $11 billion be used to massage 
down the deficit? Mr Pete Domenici, 
chairman of the Senate Budget Commit- 
tee, has, much to his credit, never wanted 
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to play so dishonest a hand. But there are 
now signs from Mr Reagan, on holiday in 
California, that he might be prepared to, 
despite the obvious dangers of that course 
(in 1988 and 1989, as the chart shows, the 
tax bill gives the budget a windfall loss, 
not gain). The president was meant to use 
tax reform to cement the prospects for 
long-term economic growth. It would be 
disappointing if he were now to see this 
impressive achievement as just another 
way of refusing to raise extra revenue 
during the run-up to the presidential 
election in 1988. 


AIDS 


San Francisco 
recoils 





SAN FRANCISCO 


Mr Lyndon LaRouche, the purveyor of 
conspiracies, is hawking his theories on 
AIDS around California, the state that has 
done most to face up to the truth of this 
modern scourge. He has succeeded in 
collecting far more than the number of 
signatures needed to get his Proposition 
64 on the ballot, and is prepared to spend 
millions of dollars to win votes for it in 
November. 

The language of the LaRouche initia- 
tive, which is promoted by a committee 
known by its acronym, PANIC, is ambigu- 
ous. But it resurrects an us-versus-them 
spirit, feeding the legend that people who 
have AIDS, or who carry the AIDS virus, 
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can transmit the disease through casual 
contact. All such people should be report- 
ed, says the initiative, to public health 
officials who would then turn to the 
existing state laws on contagious diseases 
to protect the public. 

People with AIDS are already reported; 
carriers of the virus (who are thought to 
outnumber the others by about 100 to 
one) are not. Under Californian law, the 
test to see if blood has been exposed to 
the virus is confidential; people are listed 
by numbers and not by name. If the 
confidentiality were lost, people, fearful 
for their jobs and their insurance policies, 
might simply stay away from testing and 
from treatment. If passed, the proposi- 
tion could trigger into action a host of 
inappropriate state laws: a public-health 
official, if so minded, might be able to 
ban people with the AIDS virus from 
schools, even from medical care. 

Television advertisements betwee 
now and November are expected to bat- 
ter the Californian public with images of 
deadly hamburgers, infected mosquitoes, 
the innocent menaced by the homosexual 
peril in their midst (in a lawsuit last week 
the LaRouche campaign was forbidden to 
include some of this nonsense in its voter 
handbook). In response, homosexuals 
may start, once again, to see the AIDS 
epidemic through the spectrum of gay 
rights, expending energy on fighting prej- 
udice rather than fighting the disease. 

San Francisco has been devastated by 
the AIDS epidemic as has no other Ameri- 
can city: New York has more cases, but 
New York is a larger place. San Francisco 
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* Giardg6h ig) and their friends. 
San Francisco keeps down its medical 
_ costs, and perhaps makes death less agon- 
ising, by caring for AIDS sufferers at 
home. The city has pioneered volunteer 
home-help and advice services that other 
-American cities envy and imitate. In 
_ other circumstances, and other places, 
the suggestion that people who are ill or 
-handicapped ar pa be cared for “within 
the community” is often a public-rela- 
` tions. code- wine signifying official 
< meanness or indifference; in San Francis- 
c0, remarkably, it means what it says and 
: quite often works. | 
< It works because of the relative cohe- 











San Francisco health authorities are 


















aber of women, and men, who catch 
DS through heterosexual intercourse. 

1 Francisco doctors who study the 
between AIDS and other sexually 
tted diseases see that this could all 





s: Heterosexuals cannot be cared 
or, more important, educated with the 


same network of friends, for a start. 
omen who get AIDS are on their own, 
ith their pariah disease. Contrary 


who usually have the sense to 


- sion of the homosexual community. But- 


rospect frightens the health au- 


, publicans”’ 
hat homosexuals can be; there is not _ 


‘belief, they are not likely to be 


nature of the disease are hard to get 


across to the young who have got it into 
their heads that a shot of something will 
cure almost anything. San Francisco doc- 
tors, like those elsewhere, feel hampered 
by moral inhibitions that make it hard to 
provide explicit information and instruc- 
tion; AIDS is not a polite disease, said one 
doctor, but people are still trying to deal 
with it politely. Yet the prevention of this 
latter-day plague is not, after all, compli- 
cated. “What would I do with a limited 
amount of money?” said a doctor who 
probably knows as much about AIDS as 
anybody. “I would spend it on condoms.” 
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Alabamians, in general, do not think 


much of Republicans; it used to be said 


that rather than vote for one, they would 
vote for an old yellow dog. But Mr 
Charles Graddick, the attorney general 
and the man who won the Democratic 
primary run-off for the governorship on 


June 24th, was as near a Republican as a 
Democrat could be. He left the Republi- 


can party a mere ten years ago; he is 
fervent for law-and-order, hates abortion 
and favours the death penalty; he appeals 
to the white middle-class, and makes no 
pretence of liking, or seeking the support 
of, blacks. Much of the money for his 
campaign came from Republicans in- 
spired to give by, among other things, a 
television commercial made by Republi- 
can state senators which presented Mr 
Graddick as “a known Republican choos- 
ing to run as a Democrat”. 

Whichever colour the soul of Mr Grad- 
dick may turn out to be, his dalliance with 
his old party has now cost him the nomi- 
nation. First a panel of federal judges 
stripped him of his victory; and then, on 
August 16th, the Alabama Democratic 
party gave its approval to the man who 
lost against him, Mr Bill Baxley. 

Mr Baxley, the lieutenant governor, 
has long been a fixture in Alabama poli- 
tics; he was not quite the natural heir to 
the present governor, Mr George Wal- 
lace, but neither was he expected to lose 
the primary. Mr Graddick’s victory, how- 
ever, might never have been challenged 
had not a Republican official in Selma 
boasted publicly about the “20,000 Re- 
who, by her count, had cast 
their votes for Mr Graddick. Mr Baxley’s 


side then demanded to look at the voting 


lists, and eventually produced the names 
of 10,406 Republican voters who, not 
content with voting in their own rather 
poorly attended primary on June 3rd, had 


also voted with the Democrats in their 


run- -off three weeks later. Since Mr Grad- 


dick’s margin was 8,756 
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Republican primary. He might even win; 
for although a. Republican has not beet 
elected governor in Alabama for 114 
years, there had never been a Republican 
senator at all until Mr Jeremiah Denton - 
won in 1980. Mr Graddick could almost 
certainly draw more votes than Mr Hun 
but Republican officials say he left the 
party too long ago. He could try running 
as an independent or a write-in candidat 
perhaps. Or as an old yellow dog? =| 


Safe as houses 


Man is no match for nature, not even as 
maker of toxic waste. This truth has b 
brought sharply home in New Jerse 
where 14,500 barrels of contaminated 
are standing on temporary storage sites 
and front lawns as a monument to mi 
placed environmentalism. The state h 
spent $8m digging the ground out fro 
under a dozen. Essex County homes wł 
were affected by radiation from a nearby 
radium-processing plant. The excavatic 
was just getting underway when it w 
discovered that hundreds of other hoi 
in New Jersey were registering eve 
er levels of contamination, caused 
industrial pollution but by natura 
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tion in the rocks and soil. 

Thousands of home-owners in other 
states have recently had the same unhap- 
py experience of finding their household 
air polluted from the ground. On August 
14th, the Environmental Protection 
Agency named the ubiquitous villain: 
radon gas, a colourless, odourless by- 
product of uranium and radium, which is 
found throughout the earth’s crust but 
especially in granite, shale and phos- 
phate. The gas gets sucked into heated 
houses through cracks in foundations and 
pipes; radioactive particles then settle on 
household dust and, when breathed in 
over a lifetime, can cause lung damage 
and cancer. 

There is no such thing as a “safe” level 
of radon. But the EPA has now set the first 
federal standard of relative safety at 4 
picocuries of radon per litre of indoor 
air—equivalent to smoking half a pack of 
cigarettes a day or submitting to more 
than 200 chest X-rays a year. (The aver- 
age home has a radon concentration of 
1.5 picocuries, equivalent to 75 chest X- 
rays.) The EPA estimates that some 8m 
homes have unacceptably high radon lev- 
els—many higher than down a uranium 
mine—and advises owners to take reme- 
dial action. 

This proposal could end up as the 
environmental equivalent of star wars— 
hugely expensive and technically unfeasi- 
ble. Some experts argue that the EPA 
should have set the radon standard at the 
8 picocuries recommended two years ago 
by the National Council on Radiation 
Protection. This would mean bringing 
only Im houses into the remedial net. A 
report on radon hazards by the Govern- 
ment Accounting Office in June estimat- 
ed the costs of radon-proofing at between 
$300 and $5,500 per house. But a leading 
contractor told the GAO that whereas new 
homes might be sealed and ventilated for 
up to 10% of construction costs, modify- 
ing existing homes might cost as much as 
their total value. Except for demonstra- 
tion projects, no government agency is 
offering to pay the bill. 

Yet even if the money could be found, 
nobody has so far devised a reliable 
method for reducing radon levels. The 
EPA recommends three main techniques 
for reducing radon in existing homes: 
sealing off radon entry routes, increasing 
interior ventilation and drawing the gas 
away through soil ventilation. But radon 
researchers at the Lawrence Berkeley 
laboratory in California report that im- 
proving ventilation and sealing cracks are 
both impractical remedies for most radon 
problems (though opening basement win- 
dows is a good start); their preferred 
solution (an expensive one) is to reverse 
the pressure difference that draws the gas 
from the soil into the house. 
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Geology is the main determinant of 
radon pollution. (Scientists have dis- 
proved the theory that radon is more 
concentrated in well-insulated structures, 
though good ventilation helps.) The most 
notorious region is the Reading Prong, a 
geological formation rich in uranium that 
runs through Pennsylvania, New Jersey 
and New York. A survey of 15,000 homes 
in Pennsylvania has found nearly 60% 
registering above the EPA standard for 
radon. Pennsylvania is the first state to 
offer low-interest loans to finance radon 
reduction. It has distributed 20,000 porta- 
ble radon-detectors to homes in the 
Reading Prong and is expanding its free 
testing into other parts of the state. Until 
a national survey is done—the EPA plans 
to complete one in 1989—the number of 
homes affected by radon can only be 
guessed at. 

The present best estimate is that some 
10,000 deaths a year can be traced to 
radon. Living in one of the million houses 
with high radon levels is at least as 
dangerous as driving a car and thousands 
of times more risky than exposure to most 
man-made wastes. It is a comparison that 
should induce perspective, and more 
money for radon research. 


Midwestern progressives 


Grass-roots and 
proud of it 


CHICAGO 


The Hyatt Regency hotel at O'Hare air- 
port, Chicago, is a big place. On the last 
weekend in July, it needed to be. It had to 
contain both a gathering of 1,100 progres- 
sive activists and the Illinois Republican 
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state convention. The culture clash was 
one for connoisseurs. Peoria’s polyes- 
tered finest were perplexed by the lan- 
guage of the left (“I network on labour”); 
the earnest young activists censorious of 
the tastes of their neighbours (“They 
drink so much!’’). The Republicans, hav- 
ing, as usual, chosen Mr Jim Thompson 
as their standard-bearer in this year’s race 
for governor, and knowing that Mrs Judy 
Koehler is unlikely to unseat Mr Alan 
Dixon in the Senate, had little of interest 
to say. The political action was on the 
left. 

The progressives were in Chicago for 
the annual Midwest Academy Retreat. 
The Academy trains activists for grass- 
roots campaigns about the environment, 
power companies, labour, health-care 
and much else. The gathering was co- 
sponsored by Citizen Action, a coalition 
of 25 state organisations with a tot 
membership of 2m, which specialises i 
old-fashioned canvassing—tramping the 
streets, knocking on doors and involving 
ordinary people in campaigns. Work- 
shops were held on everything from Cher- 
nobyl to “Organising and a personal life: 
striking a balance”. They listened careful- 
ly to Mr Lester Thurow, an economist, 
cheered Mr Gary Hart and reserved their 
warmest welcome for Mr Jesse Jackson, 
hailed as one of the great men of his 
generation, but later deliciously parodied 
by a young black comedian (“I have a 
scheme! . . . Me at last! Me at last!’’). 

They went home determined, in the 
words of the theme of the weekend, to 
construct a progressive majority, and if 
that sounds naive and far-fetched in the 
Reagan years, it should not. The organi- 
sations in Chicago have an impressive 
record of getting their preferred candi- 
dates elected to office. lowa Citizen Ac- 
tion was deeply involved in the Senay 
race in 1984, won by Mr Tom Harkin, 
classic midwest progressive populist. Mr 
Lane Evans, a congressman from Illinois 
(who formed the New Populist Forum 
with Mr Harkin and the Texas agriculture 
commissioner-cum-humourist, Mr Jim 
Hightower), has been similarly support- 
ed. He won 57% of the vote in his district 
in 1984, when President Reagan won 54% 
there—and Mr Evans, at the time, had 
one of the most anti-Reagan voting re- 
cords in the House of Representatives. 

The progressives are now looking for 
further gains. Mr Harkin held a rally and 
fund-raiser (alcohol-free, naturally) for 
two Democratic candidates for the Sen- 
ate, Mr Bob Edgar from Pennsylvania 
and Mr Ed Garvey from Wisconsin. Mr 
Edgar, now in the House, has one of the 
most liberal voting records in Congress. 
This year, he decided to give up his wafer- 
thin majority in the naturally Republican 
Philadelphia suburbs to seek the Demo- 
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Gemma Smith, aged 5, suffers from a a 
muscle wasting disease. | 


Doctors did not expect | ier to live bond 
age 2. She has proved them wrong, but 
the treatment that made this possible is 


expensive. a E 





A national appeal for used stamps has 
been organised to raise money—please 
send any you have (even small quantities) 
to: = 





cratic nomination against Mr Arlen Spec- 
ter, the Republican incumbent. 

Mr Edgar was not supported by the 
state Democratic machine, and most peo- 
ple attribute his success in the primary to 
foot-slogging on his behalf by the Penn- 
sylvania Public Interest Coalition, a Citi- 
zen Action affiliate. Mr Garvey, the 
front-runner for the Democratic nomina- 
tion against the incumbent Republican, 
Mr Bob Kasten (loathed by progressives 
for his defence of the insurance industry 
against product-liability laws), will re- 
ceive similar support from the Wisconsin 
Action Coalition. 

In both those races, as in a host of 
others at state and local level, the pro- 
gressive candidate will be heavily out- 
spent by his opponent. Chicago was full 
of people who know that money matters, 
but who also believe that hard work and 

Ogressive values need not always fail. 
Oe not “liberal”. “Liberals 
want to give people things that are good 
for them,” said one youngster; “progres- 
sives show people how to take those 
things for themselves.” 

In the end, the most curious thing about 
the retreat was that 1,100 should have 
gathered in the certainty that they did not 
have to offer Reaganism-with-a-human- 
face (asifit were possible to be more human 
than Ronnie) to win votes. “The next 
Democratic candidate for president,” said 
Mr Harkin, “better be speaking our lan- 
guage.” And for those whostill say that Mr 
Hart has neither a consistent philosophy 
nor a natural constituency, let it be noted 
that he spoke the language pretty well. 


Father Charles Curran 
The price of dissent 


Long expected, the Vatican axe fell this 
week on Father Charles Curran, a moral 
theologian of recognised eminence and a 
distinguished teacher at Catholic Univer- 
sity, a Washington institution founded in 
1887 by Pope Leo XIII. It was perhaps 
because of the university's pontifical sta- 
tus that the Vatican felt free to be particu- 
larly hard on Father Curran, even though 
the views that he persistently expresses 
put him in the mainstream of American 
Catholic theologians. A rebuke to Father 
Curran is a message to American Catholic 
theologians as a body, and probably to 
the whole church in the United States, 
suspected in Rome of being too inclined 
to go its own way. 

Cardinal Ratzinger’s department of the 
Curia, the Congregation of the Faith, had 
been poring over Father Curran’s volumi- 
nous writings and pestering him with 
questionnaires since 1979, The axe took 
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the form of a letter from the cardinal 
telling him, “You will no longer be con- 
sidered suitable or eligible to exercise the 
function of a professor of Catholic theol- 
ogy.” The letter had the Pope’s personal 
approval. It was handed to Father Curran 
by the Roman Catholic archbishop of 
Washington and ex-officio chancellor of 
the university, Dr James Hickey, who 
declared in a statement his entire agree- 
ment with what he had had to do. 

This is not the first attempt to get rid of 
Father Curran. The university trustees 
expressed their disapproval of his opin- 
ions in 1967 by deciding not to renew his 
contract, but when the student body went 
on strike, they changed their minds. 

Now he is a tenured professor, de- 
barred by the Pope from the university's 
three ecclesiastical departments but enti- 
tled, presumably, to claim a different 
post. He declared, however, at a crowded 
press conference on August 20th, “At the 
present time I am fighting for my right to 
teach theology,” to which he added a firm 
refusal to consider his existing corpus of 
work, with its nuances, its questioning, 
and its unending effort to bring religious 
doctrine and human or social need into 
line, as anything other than Catholic 
theology. One form the fight may take is 
an appeal under the university statutes. 
These statutes take a different form in the 
three ecclesiastical departments. Father 
Curran contests the propriety of these 
canonical statutes as well as the principle 


Curran prefers the questions to the answers 
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that an outside authority can intervene in 
a university's affairs to appoint or dismiss 
its teachers. Thus, while a fight is certain 
the form the fight will take is not. 

Father Curran has not been accused of 
misrepresenting official doctrines. He ex- 
pounds them to his students with an 
elegance, clarity and respectfulness that 
are much admired. But when he thinks 
fit, he accompanies those expositions 
with his own, clearly signposted, reserva- 
tion or dissent. This is his irreconcilable 
difference with Cardinal Ratzinger, 
whose pronouncements in the course of 
this long quarrel have made plain the 
view that authentic theological instruc- 
tion has to consist of answers, not 
questions. 

The subjects of the differences with the 
Vatican have mostly something to do with 
sex or reproduction, and the Vatican has 
listed them: contraception, abortion (to- 
gether with euthanasia), masturbation, 
homosexual practices, premarital inter- 
course, divorce. These are all subjects on 
which Father Curran has indicated some 
qualification in his mind of the official 
Church positions. But, as another emi- 
nent theologian, Professor Richard Mce- 
Cormick of Georgetown University, 
wrote last April in the Jesuit weekly 
America, as between the Vatican and 
Father Curran “the issues are not the 
issue. The case is about dissent, or, more 
precisely, public dissent.” 

To take one example, Father Curran 
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has expressed doubt about the conviction 
of the present Pope that human life 
commences at the moment of conception. 
He is not alone. If the definition of a 
Catholic theologian is to include unquali- 
fied assent to the central precept of the 
encyclical Humanae Vitae, that any con- 
traceptive act is intrinsically immoral, 
says Professor McCormick, then the great 
majority of the world’s theologians are 
disqualified. Father Curran’s offence is to 
have gone on saying it publicly, out 
loud—and, it should be added, from a 
place in a pontifical university. 
Intellectual American Roman Catho- 
lics feel there is an accelerating tempo of 
theological condemnations by the present 
Pope. The ban on Father Curran, howev- 
er, is his first American one and the first 
papal condemnation of an American 
theologian that anybody can remember— 
a fact that makes it, as Professor McCor- 
mick wrote, “an important landmark”. 


Nevada 
Faites vos jeux 


LAS VEGAS AND RENO 





Nevadans can be touchy. Ever since the 
state was slipped into the union by Abra- 
ham Lincoln in 1864 (to gain three votes 
in Congress to help abolish slavery), its 
people have suspected that the rest of the 
country has been sniggering behind its 
hands at the sinful folk of the west, while 
all the time using Nevada to assuage their 
own less-than-godly tastes. 

So there is some satisfaction that, this 
year, the state is being taken seriously. 
Mr Paul Laxalt, Nevada's senior senator 
and a close friend of President Reagan, is 
relinquishing the seat he has held since 
1974, and the race to replace him is being 
carefully watched. 

Issues abound. One is the need to 
diversify the state’s economy away from 
what Nevadans call “the industry”. Tax- 
able revenues from gambling, which in 
1985 amounted to $3.1 billion, have not 
grown as fast in the 1980s as in earlier 
decades, and some Nevadans are worried 
that another western state may add to the 
competition already provided by Atlantic 
City in the east. Education, on which 
Nevada has traditionally spent stingily, is 
becoming important; the Democratic 
governor, Mr Richard Bryan, like many 
other governors, wants to raise standards. 

Yet for most observers of Nevada poli- 
tics, these topics will count for little 
compared with the impact of the candi- 
dates and their backers. And because 
Nevada’s population, though it has dou- 
bled since 1970, is still less than 1m, the 
political personalities tend to be part of a 
web of friendships and dynasties. Mr Jim 
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Santini, for instance, who will almost 
certainly win the Republican primary on 
September 2nd, was a fraternity brother 
of Mr Bryan at the University of Nevada 
at Reno in the 1950s, where both were 
friends of Mr Frank Fahrenkopf. Mr 
Fahrenkopf is a protégé of Mr Laxalt, 
who made him the working chairman of 
the Republican National Committee in 
1982. Some thought that Mr Fahrenkopf 
might have inherited Mr Laxalt’s seat; 
others thought the Republican nomina- 
tion might go to Mrs Barbara Vucano- 
vich, a congresswoman for the state, and 
once on Mr Laxalt’s staff. 

Instead, Mr Laxalt’s mantle has passed 
to Mr Santini. Unlike Mrs Vucanovich, 
who represents Nevada outside Las Ve- 
gas, he is known throughout the state. As 
a Democrat, he was Nevada's congress- 
man (when it had only one) from 1974 to 
1982. That year he challenged the incum- 
bent senator, Mr Howard Cannon, in the 
Democratic primary, lost and later 
switched parties. That switch will, Demo- 
crats hope, work to the advantage of their 
likely candidate, Mr Harry Reid, who is 
Nevada's other congressman. Mr Reid, 
too, has a place in the web. He is an old 
friend of Mr Bryan, and narrowly lost the 
1974 Senate race to Mr Laxalt. 

This apparent fight within a family is 
being taken so seriously by both national 
parties that, in terms of money spent per 
votes cast, Nevada will lead the way this 
year. In the 1982 race Mr Hecht and Mr 
Cannon spent $3.2m on 235,000 votes. By 
November, Mr Santini and Mr Reid may 
have spent $5m between them, or about 
$16 for every voter. 

For the Democrats, the race is impor- 
tant not just because they want to recap- 
ture the Senate but also because they 
want to show that they can win votes and 
seats in the west; only one western state 
(Washington, in 1968), has voted Demo- 
cratic in a presidential election since 1964. 
To take the Senate seat in Nevada this 
year they need both money and an ab- 
sence of eastern ideological baggage. Mr 
Reid, at least on social matters, is a pretty 
moderate Democrat, which has not 
stopped Mr Santini from trying to hang 
causes unpopular in the west, such as 
support for trade unions, around his 
neck. 

For the Republicans, the importance of 
the race is bound up with Mr Laxalt. 
Many conservatives believe that he has 
the right combination of ideology and 
charm to continue the Reagan revolution. 
Some believe that Mr Laxalt agrees, and 
has one eye on the presidency himself. He 
could forget any such ambition if his 
retirement handed a Senate seat to the 
Democrats. 

Will it? Some 83% of Nevada's popula- 
tion is concentrated in Clark County (Las 





Reid needs both saints and sinners 


Vegas and its environs, with 60% of the 
total) and Washoe County (the Reno 
area, 450 miles of desert to the north). 
The rest of the state—the ‘rural areas”, 
when Nevadans are being polite, the 
“cow counties’”’ when they are not—is 
sparsely populated. The sagebrush and 
desert will go to Mr Santini, who has been 
a friend of the mining industry, and not to 
Mr Reid, who is an environmentalist. Mr 
Reid may also lose Washoe County, al- 
though his performance there is improv- 
ing. If he wins Clark County, the south- 
ern part of which he already represents in 
Washington, by 5% or less, he is in 
trouble. If he wins there by 10% or more 
he is home. 

Mr Reid's performance in Las Vegas 
could well turn on the Mormon’ vote. 
Paradoxically, Mormons, who are not 
supposed to gamble, provide much of the 
professional back-up to “the industry" g 
Though only some 12% of Nevadans are™ 
Mormons, they punch more than their 
weight. Less than half the state's eligible 
voters bother to register, but Mormons 
almost always do, which gives them about 
a quarter of the likely turnout. 

Mr Reid is a Mormon, but that does 
not mean that he can count on their 
support. Nevada’s Mormons have a histo- 
ry of efficient organisation behind conser- 
vative issues, as they showed when they 
voted in droves to defeat the equal rights 
amendment for women in a referendum 
in 1977. The nightmare of Democrats is 
that, as November approaches, Mr Santi- 
ni’s television advertisements will show 
Mr Laxalt and the president himself (who 
has already visited the state to raise 
money for Nevada’s Republicans) anoint- 
ing Mr Santini as their conservative lega- 
tee. Should that happen, the lead of 3-4% 
that Mr Reid's own polls now give him 
could disappear. 
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+ Gross premiums written by the Company totalled 
= $ 2,028.4 m of which $ 618.7 m for Life and 
$ 1,409.7 m for Non Life. 


. Total investments reached $ 4,242.4 m showing a 


oo of 20.3%. Sper oe previous year. ore 
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7A @® The dividend amounts to $ 0.358 per share, showing. ; 


an increase of 20° % over 1984. 


ad of 28.7 7 








@ The General singing approved the increase of, the 
capital from 250 to 350 billion Lire cae a 
issue of bonus shares — bearing dividi from 
January 1, 1986 — to be assigne t 
holders in the proportion of 2 

5 shares held. 
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Do they have to go on paying 
the Pied Piper of East Berlin? 
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Fhe wordi s attention has been taken 
‘the melodrama of 154 Tamils who, 
vi me to West a from Sri 


two Germanies. Scores of thousands of 


fellow-refugees, from a whole alphabet of 


countries, have not put out to sea, but 
remain to nag both West Germany’ s 
conscience and its willingness to go on 
being hospitable. 

The stream of people reaching West 
Germany to request asylum—now led by 
Lebanese, Iranians, Turks, Indians and 
Ghanaians—has swollen to a flood. In the 
past three years their number has tripled 
to a likely inflow of 100,000 this year. 


That is about the number seeking political 


asylum in all the other West European 
countries combined. And it does not 
include the many people of German de- 


scent (40,000 last year) from Russia and 


other East European countries who have 
a standing welcome in West Germany. In 


addition, East Germans who can find 


their way out, whether legally or illegally, 


are treated as West nae 





is no “obstacle, poe ‘to 
world asylum- -seekers. More 
those managing to enter \ 
get in from East Berlin, 
Wall. The East Germans. 
chief in the hope of. thre 
special status into quest 
promoting the flood of refi 
Germany's book, stoppin; 
wall would be tantamount: 
it as an international frontie: 
ciple forbids. The rest o 
seekers slip straight into Wes 
itself. Immigration officials 
these people back on the spot w 
lack the required visa, since a 
sions rest with the courts alon 
While AWe a decision 


























sabe for two years. In the axa most of the 
requests are rejected. But that seems to. 
mean little. Mr Hans-Dietrich Gen } 


























prety "wide. opening: it offers. @ 
all “persons — persecuted on poli 
grounds”, But it seems that to retra 
generously imprecise promise, or tc 
troduce restrictive new laws, is u 
able to the majority of Mr Kohl’s ¢ 
aod coalition, not to mention the 





discourage those ane come fot ecol 
reasons, although it would hit ge 
refugees just as hard. Mr Genscher 
believes that the airlines which carr 
people could be brought to book: h 
the government is looking into whe 
can make the airlines bea 
maintaining people. the 

















keep to ihe state is 5 estimated 
risen to DM2.8 billion ($1. 4 billion) this 
year. 

The most likely solution is one that the 
government does not like talking about: 
satisfying Mr Honecker’s liking for gold. 
This is an ok practice, seer the sums 
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mor ‘off or at DM1. 5 billion. For that, 
- Honecker would be required to ex- 
id his visa action against the Tamils to 
all third-world refugees. The closing of 
the Berlin loophole may now depend on a 
secret inter-German haggle over cash. “It 
is a matter of goodwill,” noted one West 
‘German diplomat, “and as so often in life 
goodwill has its price.” 
o The Tamils found adrift in lifeboats off 
= Canada came from among 37,000 Sri 

Lankans who have entered West Germa- 
ny since 1980. It is easy for them to 
‘become disheartened, both because of 
the work ban and because no more than 
6% of them finally win their asylum 
attle. Some leak across the border to 
2 nmark. Police say the visa-less Tamil 








-people who decided to seek a surer 
aven in Canada paid DM5,000-a head 
xt their clandestine transatlantic trip, 
oard a 425-ton steamer captained by its 
rman owner, Mr Wolfgang Bindel. 
‘steamer left Brake, near Bremen, on 
ly 28th. It is alleged to have put them 
erboard in two lifeboats with scant 
pplies off Newfoundland on August 
Oth; they were found by a Canadian 
shing boat two days later. 

At first, the fugitives said they had 
ailed all the way from strife-torn Sri 
‘Lanka on a 30-day ‘voyage round the 
‘ape and up the Atlantic. To admit that 
‘they were merely moving on from West 
Germany instead of being in desperate 
ght from a persecuting army in Sri 
inka could, ‘they realised, ruin their 
elcome in Canada. They were soon 
obliged to own up (fellow-Tamils watch- 
ng. West German | elevision coverage of 




















FROM OUR SPAIN CORRESPONDENT 


What de you do when 38 tall palm- 
trees vanish from your garden? Tell 
the civil guard, of course, if you live in 
Spain. And if, m due course, you learn 
that your trees are now embellishing 
the seafront at Cannes, on the French 
Riviera, some 375 miles away—what 
then? Do you call out the Spanish 
Armada? | 


This is the problem now facing three 


citizens of Premia de Mar, a port in 
Barcelona province, They are the joint 
owners of a grove of 64 palm- -trees. They 
were thinking of selling it to the town 
council when, in their absence, a team of 
workmen appeared and removed more 





flown on to East Berlin to cross the wall. 
Canada has admitted them all the same, 


granting them leave to stay for at least a 


year—and look for work, too. 
Captain Bindel, who denies any part in 


the business, is said by the Hamburg. 


police to have pocketed DM700,000 for 
transporting the Tamils. Whether it is 
East Germany, sea captains or under- 


ground emigration networks that are on 


the take, the refugee crisis seems to be 
generating big money. An anxious Mr 


Kohl has summoned a conference of the | 


country's state premiers and leaders of 
the main political parties (but not the pro- 
refugee Greens) on September 25th in 
hope of finding new ways of solving the 
matter. But who knows, perhaps by then 
his worries will have been soothed by 
another cash-for-cooperation deal with 
East Germany. 


Spain 


Too many Basques 
in one exit? 


FROM OUR SPAIN CORRESPONDENT 





Dodging rubber bullets and broken bot- 
tles, Basques have found it hard to enjoy .- _M 


greased whose palms? 











Canned palm-trees _ 


than half their trees. 7 
The man who allegedly sen tth 
men is the representative of 
gardening firm. There seems, he 
have been, well, a misunderstanding. He 
thought the municipality had already 


bought the land; and he had an oral 


agreement with the mayor to thin outthe 
palm-grove. He adds that his men culled 
only inferior trees. i 
The owners are refusing to be palmed 
off with this. . They. insist that the mog 









however; seven are still unace 
The affair has whipped up 
in Premia de Mar. The Socialist mayo 
tried to hush it up, and dismissed two 
officials who supported the owners, but | 
other Socialists and Catalan liberals have 
demanded a public inquiry. The question 
the owners want answered is: who 


party, whic controls’ he: ace ad- 
ministration, has revealed that it had 
contacts with ETA in the- spring; it 
claims that the Socialist government in 
Madrid did so too, but broke them off. 
In July the Nationalists tried to prevent 
the expulsion from France to Gabon of 
Mr Domingo Iturbe, an ETA leader 
who, they believe, could have helped to 
arrange a ceasefire. On. August 20th 
hardliners in ETA denun | 
ations except on thei 
the Nationalist party. ader, Mr > 
Arzalluz, who says he acted as a go~ 
between for the separatists and the So- 
cialists, still holds that “ETA wants to 






negotiate, but Madrid doesn’t” 


"There have not been, are not, and will 
not be any negotiations with ETA,’ says 
the prime minister, Mr Felipe Gonzalez. 
Socialists fear that nght-wing army circles 
would regard any contacts as a surrender 
to intimidation, The government’s refusal 
to negotiate is supported by the conserva- 
tive Popular Alliance, but the Centrists 
and the Commun while avoiding the 
word dnpgatiaes 1, Say hat a one | e with 














their summer fiestas. Recent violent dem- ie a 
onstrations in San Sebastian and Vitoria 4 


_were the work of supporters of the sepa- 
tatist organisation, ETA, who were pro- | 
‘OR testing against anti-terrorist co-operation SW 
1 netwer France: and Spain. ETA also p as 
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flexible wing now appears willing to talk 
to the civilian authorities. A senior mem- 
ber of the Basque administration has 
Suggested that ETA might agree to a 
“ceasefire” before talks began. Mr Arzal- 
luz says the organisation is willing to 
modify its stated programme, which in- 
cludes self-determination, the withdrawal 
of Spanish security forces from Euskadi 
(the Basque region), discrimination in 
favour of the Basque language, and the 
inclusion in Euskadi of the partly Basque- 
speaking province of Navarra. 

Mr Arzalluz’s party suffered a setback 
in the June general election, losing two of 
the eight seats it had held in Madrid, 
while Herri Batasuna, ETA’s political 
wing, jumped from two to five. The 
Basques’ voting in June reflected their 
impatience both with the Socialist central 
government's insensitivity to regional is- 

ues and with the way the Nationalists 
ave deferred to the Socialists in order to 
retain power in Euskadi. 

As the Nationalists hold only 32 of the 
Basque parliament's 75 seats, they have 
to govern the region with the Socialists’ 
support. They say they have no intention 
of breaking their parliamentary pact with 
the Socialists, but this summer’s bickering 
has cast doubts on the two parties’ ability 
to continue working together. 

The Nationalists have their own inter- 
nal disputes. A group of 11 party mem- 
bers were expelled this week. They were 
all followers of the former head of the 
regional government, Mr Carlos Garai- 
coechea, whom many Basques admired 
for the way he “stood up to Madrid” 
when necessary. But, if he were to form a 
new party, Herri Batasuna could profit 
from the splitting of the Nationalist vote 
in the next election. 

Few Basque Socialists relish the 
‘ought of a stronger Herri Batasuna, or 
_ _f winning a regional election themselves 
and being left alone to cope with ETA. 
Basque extremists accuse them of being 
lackeys of Madrid. Yet, before their par- 
ty’s national victory in 1982, some Basque 
Socialists used to criticise the centrist 
prime minister, Mr Adolfo Suarez, for 
dragging his feet on devolution—precise- 
ly the accusation Nationalists now level at 
Mr Gonzalez. Speeding up a transfer of 
powers to the Basque administration 
would gain Mr Gonzalez respect in the 
region. Instead, his government has made 
itself unpopular there this summer by 
challenging Basque laws on education 
and television. 

Many Nationalists wonder whether the 
central government really needs to be 
represented in Euskadi by a regional 
delegate and civil and military governors. 
These officials’ presence intensifies the 
Basque feeling of living in an “occupied 
territory’, especially since they are re- 
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sponsible for the unpopular national po- 
lice and civil guard. The regional adminis- 
tration is slowly building up its own police 
force. 

Elsewhere in Spain, regionalist extrem- 
ism has dwindled. It may be time for an 
all-party reassessment of what kind of 
decentralised state Spain should become. 
Mr Gonzalez has provided a small open- 
ing by saying that during the next four 
years he wants to reduce the state bureau- 
cracy and eliminate overlapping with the 
regional administrations. Basque Nation- 
alists point out that the idea of uniform 
provinces, each with its Madrid represen- 
tative, was imported from France by 
Philip V at the beginning of the eigh- 
teenth century. Before that, Spain had 
been a loosely-jointed kingdom in which 
regions enjoyed different rights and re- 
sponsibilities. Could they not again? 


Arms control 
Looking even better 





One knows that let’s-leave-a-clean-desk 
feeling. Mr Mikhail Gorbachev could not 
resist another crack at two pet themes of 
his—arms control and President Reagan’s 
Strategic Defence Initiative (Sp1)—as he 
prepared to leave Moscow for his summer 
holiday on August 19th. 

The evening before taking off, the 
Soviet leader announced on television 
that Russia’s moratorium on nuclear tests 
is to be extended yet again, until January 
Ist. He also threatened the Americans 
with a nasty surprise if they pressed ahead 
with their star-wars anti-missile system. 
Just as Mr Gorbachev set off on holiday, 
the Soviet delegation at the Stockholm 


Gorbachev gives another inch 








talks on European security made a con- 
cession on the inspection of military ma- 
noeuvres that could speed up progress 
towards an agreement before the talks 
adjourn next month. 

Mr Gorbachev's tough words on SDI 
helped to mask what could be a softening 
of the Soviet terms for another summit 
meeting with President Reagan later this 
year. Although he offered to sign an 
agreement banning all nuclear tests when 
he meets Mr Reagan, Mr Gorbachev 
stopped short of saying he would not 
meet him without one. The Americans 
reply that they would be happy to talk 
about nuclear testing, but only about the 
means of checking compliance with an 
existing agreement—not yet ratified by 
America—which says that underground 
nuclear tests can have a maximum yield of 
150 kilotons. The Americans insist that 
underground tests are not dangerous, 
since they cause virtually no fallout, and 
that so long as nuclear weapons exist 
some tests will be necessary. 

The argument is probably correct, but 
it is not very popular. The five-month 
moratorium on Soviet testing which Mr 
Gorbachev declared a year ago has al- 
ready been extended twice; but the 
Americans have stubbornly carried on 
with their own tests. Recent opinion polls 
show that most people in Western Europe 
favour a ban on nuclear tests, and the 
American Congress is pressing Mr Rea- 
gan to agree to stricter limits on them. 

Now it may be Mr Reagan’s turn to 
soften a little. In part-answer to Mr 
Gorbachev's speech, the Reagan admin- 
istration has suggested that some restric- 
tions on testing might be linked to an 
agreement to cut both sides’ armouries of 
nuclear weapons. One possible compro- 
mise would be to limit each side to a few 
tests each year. As a sweetener the Amer- 
icans could also ratify the “threshold” test 
ban treaty, the agreement that limits 
underground tests to 150 kilotons. 

Mr Gorbachev's threat about star wars 
was more of a teaser. The United States 
has already suggested extending the can- 
cellation notice for the 1972 anti-ballistic- 
missile (ABM) treaty from the present six 
months to between five and seven years; 
the Russians have asked for at least 15 
years. Even if a compromise on timing 
can be reached, the two sides have still to 
agree on precisely what sorts of SDI ex- 
perimentation the ABM treaty prohibits. 

If no agreement can be found, Mr 
Gorbachev says he has a way to “deval- 
ue” the star-wars programme. The 
counter-measure most often talked about 
would be to deploy large numbers of 
extra warheads in land-based missiles, so 
as to overwhelm the American anti-mis- 
sile defences. An alternative would be to 
develop anti-satellite weapons which 
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could destroy any parts of an SDI defence 
that the Americans put into orbit in 
space. Other possibilities include the 
building of a new fleet of manned bomb- 
ers or the stationing of cruise-missile- 
carrying submarines off America’s coast. 

At the Stockholm negotiations—a fol- 
low-on to the Helsinki agreement of 1975, 
signed by 33 European countries plus the 
United States and Canada—the aim is to 
strengthen the ‘“confidence-building” 
measures agreed upon at Helsinki. These 
called on each signatory country to tell all 
the others of any military exercise it 
planned to hold in Europe involving more 
than 25,000 men. It also asked each 
country holding such an exercise to invite 
outside observers to it. 

At the time, the Russians would accept 
only voluntary, not compulsory, invita- 
tions to observers; and so such observers 
have rarely been invited. This week they 
said they would agree to a limited number 
of compulsory inspections—one or two— 
in each country each year. It is a step 
forward, but it will still be hard to get a 
detailed agreement in the four negotiat- 
ing weeks the conference has left. 

Both Mr Gorbachev and Mr Reagan 
would like another summit, Mr Gorba- 
chev—for economic reasons—probably 
even more than Mr Reagan. But he insists 
that another meeting should make some 
progress in arms control. His latest pro- 
posals seem to make “progress” a less 
demanding word than before, as well as 
offering a bit of it himself. He may even 
be hinting that Mr Reagan does not have 
to give a big concession on SDI either. 


Soviet Union 
Big and ugly is out 


FROM OUR MOSCOW CORRESPONDENT 





Suddenly, conservation is a good word in 
the Kremlin. On August 15th, Mr Mik- 
hail Gorbachev's Politburo decided to 
stop work on controversial projects to 
divert water from some of the Soviet 
Union's northward-flowing rivers to the 
arid south. It will also think again about a 
huge monument being built on the out- 
skirts of Moscow to commemorate vic- 
tory in the second world war. 

“Public opinion has won, and bureau- 
cratic opinion has been forced to retreat,” 
said one triumphant Soviet author this 
week about the decision to abandon the 
river-diversion scheme. Debate about the 
scheme has been swinging back and forth 
since the 1970s, when it was a pet project 
of Leonid Brezhnev. The plan was to 
switch water from the northern Dvina and 
Onega rivers to the southward-flowing 
Volga, and from Siberia’s Ob and Irtysh 
rivers to the agricultural plains of Central 


42 


73> 
. 


= Si 
W-s 


2 
ws 


Asia. The party boss in Kazakhstan, Mr 
Dinmukhamed Kunaev, pleaded for the 
extra water at the Soviet Communist 
party congress which ended in March. 
But the project had been bitterly at- 
tacked over the years by a prominent 
group of Russian writers, who com- 
plained that many historical and cultural 
sites in northern Russia would be de- 
stroyed (by implication, mainly for the 
benefit of non-Russians in the south). 
Some academics had also criticised the 
plan for being too expensive, and because 
of the damage such a huge water-diver- 
sion project could do to the environment. 
Russia’s environmental lobby is no- 
where near as organised as similar lobbies 
in the West. On its own, it could probably 
not have stopped the rivers project. But 
powerful help was af hand. Last year Mr 
Abel Aganbegyan, one of Mr Gorba- 
chev’s closest economic advisers, criti- 
cised the plan in the party paper Pravda, 
and called on the Central Asian republics 
that were short of water to make more 
efficient use of the water they had. That is 
probably the clue to the main reason for 
last week's decision to stop work on the 
scheme. Mr Gorbachev has spoken out 
against huge prestige projects that waste 
investment funds: the rivers project was 
the biggest and most wasteful of them all. 
Public opinion probably played more 
of a role in the second decision: to think 
again about the victory memorial being 
built at Poklonnaya Gora, the site where 
Napoleon waited in 1812 to collect the 
keys to the Russian capital. Muscovites 
have already seen their city’s skyline 
ravaged by the two main schools of Soviet 
architecture, which might best be de- 
scribed as the Stalin-grotesque and the 


Most Muscovites still prefer their pre-revolution Kremlin 
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bureaucratic-pompous. Even by these 
standards the new monument was ugly. 
Since it was supposedly being built by 
the people themselves, with money col- 
lected from subbotniks—working-Satur- 
days, when people donate their labour to 
some worthy cause—the people appar- 
ently decided to exercise a little consumer 
control. Critical letters poured in to news- 
paper, party and local government of- 
fices. Evidently some of the people with 
offices in the more elegantly designed 
Kremlin agreed with them. There is to be 
an open competition for a new design to 
complete the monument. Any offers? 


Denmark 


Healing works 


FROM OUR NORDIC CORRESPONDENT 





The World Psychiatric Association (WPA) 
made the headlines in 1983, when the 
Soviet Union, Czechoslovakia, Bulgaria 
and Cuba decided to walk out of the 
Organisation rather than wait for the 
Russians to be expelled for abuses in the 
psychiatric “treatment” of Soviet dissi- 
dents. Earlier this month in Copenhagen, 
at its 25th anniversary congress, the WPA 
had a less controversial but still gruesome 
subject to deal with: the rehabilitation of 
victims of torture. 

A Danish woman doctor, Mrs Inger 
Kemp Genefke, has done pioneering 
work in the study and treatment of the 
mental and physical problems of torture 
victims. She is now the medical director 
of the Rehabilitation Centre for Torture 
Victims which was founded in Copenha- 
gen two years ago. A report on the work 
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of the centre, the first of its kind in 
Europe, was presented to the congress. 
At first Dr Genefke and the centre 
worked mostly with refugees from South 
America, especially those from Argenti- 
na, Chile and Uruguay. These days, how- 
ever, an increasing number of patients 
come from Iran, Iraq and Turkey. Last 
year, 105 patients at the centre completed 
their treatment (including 64 who were 
themselves victims of torture, 11 wives of 
torture victims and 30 children). 
Extraction of information is often less 
important to torturers than the destruc- 
tion of their victim’s personality, accord- 
ing to one of the centre’s psychologists, 
Mr Alberto Duarte. The aim of such 
torture is to crush political opposition and 
spread terror. The centre's job is there- 
fore to restore a sense of order to minds 
disturbed by systematic beatings, electric 
hocks, sexual violation, mock executions 
a: watching the torture of friends and 
family. The treatment combines psycho- 
therapy with physical therapy and social 
and medical care. The centre claims a 


high rate of success in easing the symp- 
toms suffered by the victims, which range 
from psychosomatic pains, headaches and 
loss of memory and concentration, to 
depression and emotional instability. 

Financed partly by the Danish govern- 
ment and partly by private donations, the 
centre’s staff of 32 also give part of their 
time to passing on the experience gained 
in such treatment to other doctors, both 
in Denmark and abroad. Last year a 
similar rehabilitation centre was set up in 
Stockholm, and a second centre was 
opened in Denmark this year. 


Ataturk 
No hero is for ever 


FROM OUR ANKARA CORRESPONDENT 





A leader of an Islamic sect in eastern 
Turkey has been charged with trying to 
restore Islamic law, and thus to destroy 
the secular republic that Kemal Ataturk, 
the founder of the modern Turkish state, 


Too many young Turks 


FROM OUR SPECIAL CORRESPONDENT IN ISTANBUL 


Turkey’s most recent census gave the 
country a shock. In the five years to 
October 1985, the population increased 
from 44.7m to 51.4m. At that rate, it will 
double in 28 years. By 1992 Turkey 
could have the largest population in 
Europe except for the Soviet Union. 
Both government and industry believe 
that a population explosion threatens 
Turkey’s hopes of industrialised prosper- 
ity. The latest population figures have 
spurred an unusual combination of pub- 
lic- and private-sector initiatives to pro- 
mote family planning. 

The ministry of health has allocated 
seven billion liras ($10m) this year to a 
two-year birth-control campaign backed 
by President Evren. Mr Tandogan Tok- 
goz, the head of the ministry’s family- 
planning department, hopes to get a 
special allocation of another four billion 
liras from the treasury this year, and an 
even bigger budget in 1987. More money 
will come from agencies abroad. 

The campaign is concentrating on ru- 
ral areas, where the fertility rate is 
highest. New clinics for dispensing free 
contraceptives are being added to the 
200-plus already operating, and a train- 
ing centre for turning nurses into family- 
planning advisers is to be set up in each 
of Turkey’s 67 provinces (12 are open 
already, all in the south and east). 

The private sector’s campaign is fo- 
cused on the factory rather than the 
village, and its director, Mr Yashar 
Yasher, sees it as complementary to the 
state’s efforts—and faster-moving. It is 
also much more modest. Its budget for 
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They have to learn that more means less 


this year, its first, is only 150m liras. 

Set up by Mr Vehbi Koc, the 85-year- 
old Henry Ford of Turkish industry, the 
Turkish Family Health and Planning 
Foundation has gathered many of the 
country’s top industrialists onto its gov- 
erning board. Largely supported by their 
donations, the foundation has started a 
pilot project at 13 factories (with 20,000 
workers, many of them women) in the 
western cities of Brusa and Eskishehir. 
A doctor and a nurse at each factory are 
being trained in family planning at the 
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created nearly 70 years ago. The security 
service has started a drive to root out a 
dozen other sects alleged to be opposed 
to Kemalism, the teachings of Ataturk. 

What is it? Not so much a philosophy, 
more a set of maxims formulated in the 
1920s and 1930s by a soldier who turned 
himself into a politician. Most often 
quoted by Turks as evidence of Ataturk’s 
greatness is the blandly unexceptionable 
dictum that Turkey’s policy should always 
be “peace at home, peace abroad”. Ata- 
turk’s writings contain more profound 
things than that. But most of the six basic 
principles that he laid down for his fledg- 
ling modern state—republicanism, na- 
tionalism, étatism, secularism, populism 
and reformism—are so nebulous that ev- 
ery Turkish political party has been able 
to pay lip-service to them. 

The two that matter today are secular- 
ism and étatism. Of all Ataturk’s reforms, 
the religious one was the most far-reach- 
ing. Turkey became a secular republic; 
Islamic law, the shariat, was replaced by a 
modern civil code taken from the Swiss 


American Hospital in Istanbul. 

The foundation has plans to support 
special training centres at the medical 
faculties of cities such as Erzerum and 
Diyarbakir, in the more traditional east 
of the country. It will also back television 
advertisements, performed by Turkey’s 
Morecambe and Wise (Metin Akpinay 
and Zeki Alafya), extolling the virtues of 
small families. 

The campaigns have had a warmer 
reception from women than from men. 
For many Turkish women, giving birth is 
still just a day off from the fields. Many 
want smaller families: in one survey, 
about 80% did not want more than three 
children. Of the various forms of contra- 
ception, intra-uterine devices (IUDs) are 
the most popular, but only 38% of 
women in the survey were using the pill, 
the condom or an IUD. Turkish men are 
less certain about family planning. Once 
contraception is widely and freely avail- 
able, the government might find that the 
way to change their minds is through a 
Singapore-style tax on third and subse- 
quent children. 

Officially, Turkey’s religious leaders 
have no objections to birth-control 
methods other than sterilisation and 
abortion. Neither of the two campaigns 
now under way promotes either, al- 
though abortion has been legal in Turkey 
since 1983. Many rural religious leaders 
(the kojas), however, are still against 
birth control of any kind, The birth- 
control campaigners hope to change the 
attitudes of these influential men. 

The family planners have no time to 
lose. Almost 40% of Turks are under the 
age of 15. As these young Turks grow 
just a little bit older, will they help 
Turkey’s population grow less fast? 







-= p atiti 5 
C ( » , i. ie’ = 6 


E aes 
mel as tA iS i H 


7 Tr 

Pes ys a ist code borrowed from 

2 Mussolini’s Italy). In time religion be- 

-~ came unfashionable among Turkey's in- 

tellectuals, who today equate secularism 
with westernisation, even civilisation. 

Yet Ataturk was not opposed to reli- 

gion itself. His aim was to free the Turks 

from the clutches of fanatics. Today his 

disciple, President Evren, has the same 

_ approach. Although a professional sol- 

dier, the president was the son of an 

i8 imam. He urges Turks to be devout 

_ Muslims i in their private lives, but on no 

account to mix religion with politics. The 

E parties; by and large, ignore him: they 

pander to religious traditionalism at every 

election, to get out the rural vote. 

: -= Etatism has been interpreted to mean 
fi either state socialism or state capitalism. 
The claim made by Turkey’s leftists that 
_ Ataturk meant the former, and was thus a 
socialist at heart, is questionable. He 

favoured big state enterprises for the 
4 practical reason that, private capital be- 
ing then in insufficient supply in Turkey, 
; 5 the industrial projects he wanted had to 
te undertaken by the state. Few people 
believe that he would be hostile to the 
_ private sector today. But, because the 
= word étatism was enshrined in his writ- 
4 f ings, it sets off bitter ideological 
= Controversies. 
5 _ Basically, Kemalism is a personality 
-~ Cult, built around a remarkable man who 
died 48 years ago. Ataturk’s picture hangs 
= in every house, every café and every 
= government office. On the anniversary of 
his death, November 10th, at five minutes 
~ past nine in the morning, the exact mo- 
‘ment of his passing, the whole nation 
stands still. He is officially called the 
Eternal Leader. 
_ The stoutest champions of Kemalism 
are senior army officers, who see it as a 
= prophylactic against the diseases of com- 
= munism, fascism and Islamic fundamen- 
-~ talism. They have defended each of their 
_ Successive interventions in Turkey’s poli- 
2 tics (in 1960, 1971 and 1980) by claiming 
_ that they were bringing the nation back to 
the Kemalist principles that the politi- 
-cians had abandoned. 
x j The commitment to Kemalism (and 
~ particularly to secularism) of some mem- 
bers of Mr Turgut Ozal’s government, 
-~ and of his Motherland party, is less cer- 
= tain. And will future generations sub- 
scribe to the Ataturk cult as wholeheart- 
edly as the generals expect them to? A 
= Turkish university student in the year 
2000 may well regard Ataturk merely as a 
_ great man who lived a long time ago. If 
= Kemalism is to be the glue that holds 
Turkey together, its interpreters will soon 
have to adapt Ataturk’s teachings to the 
conditions of the twenty-first century. 
= And that implies continuing debate about 
= what words like étatism really mean. 
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EEC commission 


Sixteen men on 
Delors’s chest 


FROM OUR BRUSSELS CORRESPONDENT 


Seventeen is too many for a managerial 
team, especially when they all have differ- 
ent positions to defend, and above all 
when they have too little to do. Mr 
Jacques Delors, a former Socialist finance 
minister of France who has spent the past 
19 months running the 17-man commis- 
sion of the European Community, under- 
stands that full well. Two years ago Mrs 
Margaret Thatcher urged her European 
colleagues to cut the number of commis- 
sioners from 17 to 12 when Spain and 
Portugal joined last January. It was not 
done. 

Mr Delors, without the party discipline 
of a national cabinet, admits that it is 
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Delors at your r service 


tough work getting decisions from the 
team. He might add that so large a 
commission includes a wide range of 
abilities. It is hard on commissioners with 
flair and enthusiasm, like Mr Peter Suth- 
erland, the former Irish attorney-general, 
and Mr Manuel Marin, the former Span- 
ish secretary for European affairs. Mr 
Marin has Quixotic verve and a pile of 
Spanish pride; he takes losing an argu- 
ment, or having to compromise, as a 
personal defeat. 

Under-employment is a problem for 
Mr Carlo Ripa di Meana, an Italian 
Socialist, hardly stretched by his duties 
for tourism, culture and building a *citi- 
zens’ Europe”. He interferes in bits of 
policy outside his bailiwick. Mr Claude 
Cheysson, in charge of EEC relations with 
selected parts of the third world, travels a 
lot and says things that surprise his col- 
leagues back in Brussels. 

A quite different concern for Mr De- 
lors are the commissioners of the political 


centre-right, who dominate the left 10-7. 


Their critics call them the “princes of 
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darkness”, for het sdeccacy of econom- 
ic liberalism and deregulation. The argu- 
mentative Lord Cockfield, responsible 
for the internal market, is regarded as 
their leader, backed up by West Germa- 
ny’s Mr Karl-Heinz Narjes. 

With such a mixed bunch of colleagues, 
Mr Delors has not tried to assemble an 
inner cabinet. His predecessor, Mr Gas- 
ton Thorn of Luxembourg, sometimes 
reluctantly called on the support of that 
strong-minded Belgian, Viscount Etienne > 
Davignon, who has left the commission. 
Mr Lorenzo Natali, the senior Italian 
commissioner, occasionally acted for Mr 
Thorn as an expert power-broker, but Mr 
Delors never calls on him for such ser- 
vices. The president therefore seems au- 
tocratic to his colleagues, and when he is 
away from the office little gets done. 

Mr Delors’s problems arise not only 
within the commission, but among t 
member-states. Rather than make ne 
policies or improve old ones, he wants to 
ensure that governments do as they have 
already resolved. He spots a tendency to 
backslide on commitments, especially 
when it comes to integrating Spain and 
Portugal. Progress on the modest institu- 
tional reforms agreed upon last Decem- 
ber is slow. Britain, West Germany and 
France, all northern countries and all net 
payers into the Community budget, are 
reluctant to pay more, so a north-south 
gap is appearing. 

Mr Delors knows he is criticised for 
being unspectacular, and for so rarely 
using the commission’s precious right of 
initiative. But he does not accept that he 
has reduced it to a mere service organisa- 
tion for member-governments. 

He seems safe enough in his job. If he is 
to be confirmed as president for the 
remaining two years of the existing com- 
mission, it needs to be done by Decen ~ 
ber. With the Socialists out of power i __ 
France, there is always a chance that the 
prime minister, Mr Jacques Chirac, may 
wish to replace one of the current French 
commissioners, who are both Socialists. 
But if so, Mr Cheysson would be the 
more likely to have to pack his bags. 

There is a rumour—no more than 
that—that the Germans might want the 
presidency for Mr Martin Bangemann, of 
the Free Democrats, in order to make 
room in their own cabinet for Count Otto 
Lambsdorff, who wants to get the eco- 
nomics ministry back now that he has 
been cleared of charges in the Flick 
political-contributions affair. But, even if 
the French were uncharacteristically will- 
ing to make room for a non-Frenchman, 
change would be a bad thing. So long as 
the Community and its governments do 
not know where they are going, Mr 
Delors is probably the best non-pathfind- 
er they could havė; 











Japan and the United States: 
A survey WE 








See these men? 
We've got 70,000 more 





where they came from. 


From lower left, clockwise, you're 
looking at Gerald Nelson, Gene Hess, 


Jim Meeks, Al Walker and Bob Stephens. 


They're all skilled electronics profes- 
sionals from Oregon. 

They're also all proud men with a 
fierce passion for perfection in their work 
— a burning drive to do the job just right. 
That's why we chose them. 


Picked them 
from hundreds 


We picked them last winter from 
hundreds of applicants for positions in 
our new computer disk drive facility in 
Hillsboro, Oregon. And after we picked 
them, we told them we wanted them to 
be the nucleus of our team there — to 
help us find and train other men and 
women just like themselves. 


Took them to Japan 


Then we took them to Japan and 
trained them in our manufacturing tech- 
nology. We taught them our history too. 

They learned that we were the 
number one computer maker in Japan, 
and a world leader in telecommunica- 
tions technology; that we were fifty years 
old, had 70,000 employees, operations in 
more than 100 countries, and a reputa- 
tion everywhere for remarkable quality. 

The quality came, we told them, from 


70,000 men and women who shared 
their passion for excellence. 


Back in Oregon now 


They're back in Oregon now, working 
hard to gear their plant up to speed. 
While we work hard to make our vision 
real. 

Our vision is to manufacture in the 
markets we serve — to contribute mate- 
rially to the economies of all the countries 
where we do business. Our goal is to use 
our technology and our global reach to 
bring cultures together in prosperity. 

Gerald, Gene, Jim, Al and Bob are 
the kind of people we need to achieve 
this vision. They're proud people. We've 
got 70,000 more just like them. Which 
makes us a proud company. 

And a very fast-growing one. 
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The new computer disk drive plant in Hillsboro, 
Oregon which was recently opened by Fujitsu 
America, Inc. (FAI). FAI, representing Fujitsu's major 
presence in America, makes and markets comput- 
er and communications equipment and systems. 
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The global computer & communications company. 


Every brilliant performance needs a 
brilliant back-up. 
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Clash of the titans 


After steel, motor cars, consumer electronics and cheap micro- 
chips, Japan has begun to challenge American pre-eminence in 
the one industrial area the United States has long cherished as 
its own: high technology. The two are girding up for a trade war in 
high-tech that threatens to be bloodier than anything yet. 
Nicholas Valéry reports on the strengths and weaknesses of the 


two technological superpowers 


The recent movie “Gung Ho” gets a lot of 
‘aughs out of the many misunderstand- 
ngs that ensue when a Japanese car firm 
moves into a sad little town in Pennsyl- 
vania. Stereotypes abound: dedicated 
Japanese managers putting in double 
shifts, lazy American loudmouths slowing 
down the assembly line—with the locals 
winning a baseball match between the 
two sides only through brute force and 
intimidation. 

All good clean fun. In real life, howev- 
er, American workers—despite the popu- 
lar myth—remain the most productive in 
the world (see the feature on the next 
page). In terms of real gross domestic 
product (GDP) generated per employed 
person, the United States outstrips all 
major industrial countries, Japan includ- 
ed (chart 1). The problem for Americans 
is that the rest of the world has been 
catching up. In the decade from the first 
oil shock to 1983, increases in annual 
productivity in the United States had 
been roughly a seventh of those of its 


THE ECONOMIST AUGUST 23 1986 


major trading partners. 

In the 1960s, American companies held 
all the technological high cards and domi- 
nated the world’s markets for manufac- 
tured goods. The United States supplied 





Staying ahead... 
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over three-quarters of the television sets, 
half the motor cars and a quarter of the 
steel used around the world. Yet, a mere 
two decades later, Japan had taken 
America’s place as the dominant supplier 
of such products. 

The agony for Americans does not end 
there. Over the past 25 years they have 
seen: 

@ Their share of world trade fall from 
21% in 1960 to 14% in 1985, 

@ The American trade balance go from a 
surplus of $5 billion in 1960 to a deficit of 
$150 billion last year. 

@ More worryingly still, the country’s 
trade balance in manufactured goods slip 
from a healthy surplus of $11 billion as 
recently as 1981 to a deficit of $32 billion 
last year—approaching 1% of America’s 
total output. 

@ The volume of its manufacturing ex- 
ports tumble 32% over the past five 
years—with every $1 billion of exports 
lost costing an estimated 25,000 Ameri- 
can jobs. 

Angry and confused, businessmen in 
the United States have had to stand by 
and watch as “smokestack” industry all 
around them has been snuffed out. Then 
came the unthinkable: if the Japanese 
could thrash them in mainstream manu- 
facturing, would they give them a mauling 
in high technology, too? 

By the beginning of the 1980s, it began 
to look as if they would. It became clear 
that the Ministry of International Trade 
and Industry (MITI) in Tokyo had “target- 
ed” not just semiconductors and comput- 
ers but all of America’s high technology 
industries—from aerospace to synthetic 
materials—for a blitzkrieg attack. 

Six years on, Japan has scored some 


...but falling behind 
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Power to the elbc 


(and often a lot harder than) the Japa- 
nese—and generate proportionately 
. more wealth in the process. The average 
output of Seales workers last year 
-was $36,800.. The Japanese equivalent 
was $22, 500 (at am average 1985 ex- 
change rate of Y220 to the dollar). 
- But labour productivity is only half the 
story. The amount of capital applied toa 
: worker's elbow is crucial, too. The tradi- 
“tional definition of productivity (output 
_ per hour of all workers) makes it difficult 
“to measure these inputs separately. 
True, the definition reflects all the fac- 
tors that contribute to rising output— 
_ from advances in technology, better 
` utilisation of capacity, improvements in 
_the way production is organised and 
«¿sharper management, to harder efforts 
by the workers themselves as well as the 
impact of changes in the amount of 
pital employed. 
In 1983, the American Bureau of La- 
bour Statistics introduced a yardstick 
Hed. multifactor productivity. This 
shows the changes in the amount of 
à pital. as well as labour used in produc- 














otable hits. A group yof American econo- 
mists and engineers met for three days at 
stanford University, California, last year 
to assess the damage*. They conciuded 
that. Japanese manufacturers were al- 
teady ahead in consumer electronics, ad- 
vanced materials and robotics, and were 
emerging as America’s fiercest competi- 
tors in such lucrative areas as computers, 
elecommunications, home and office 
utomation, biotechnology and medical 
nstruments. “In other areas in which 
mericans still hold the lead, such as 
emiconductors and optoelectronics, 
\merican companies are hearing the 
ootsteps of the Japanese”, commented 
+ Stanford economist Mr Daniel 
kimoto. _ 

How loud will those footsteps become? 
rican industry may have been deaf in 
past, -but it certainly isn't any more. 


d and energetic people. More to the 
hey are prone to periodic bouts of 
t self-reflection—as if, throughout 
‘ir two centuries of nationhood, they 
ve been impelled forward by a “kick up 
backside” theory of history. 

Once every couple of decades, Ameri- 
a has received a short and painful blow 
its Se Pearl Harbour, Sput- 











Americans work evéry bit’ as hard. ES 


ver forget that Americans are a 


~ tion. Rewoiking its data for 1950-83; the 


bureau found that multifactor productiv- 
ity in the United States increased at an 
average annual rate of 1.7% for the 


period. As output per hour over the 
same period increased by an annual | 


2.5%, capital productivity inched up by 
only a modest 0.8% a year. 

Overall, America’s multifactor pro- 
ductivity has shown two distinct trends 
over the past 35 years. Up till the first oil 
shock of 1973, the country experienced 
an annual 2% multifactor growth; then 
an annual average of only 0.1% from 
1973 to 1981. The post-OPEC slowdown 
seems to have resulted from high interest 
rates keeping the brakes on capital 
spending, while more people were hav- 
ing to work longer hours to hang on to 
their jobs. 

How did the Japanese fare? The driv- 
ing force behind the Japanese economy 
over the past 25 years has been the high 
growth in capital input. Mr Dale Jorgen- 
son and his colleagues at Harvard Uni- 
versity reckon it has been roughly double 
that in the United States. Growth rates 
in labour productivity have been much 


nik, Vietnam are recent examples. What 


follows then is usually a brief and heart- 


searching debate along with a detailed 
analysis of the problem, then an awesome 
display of industrial muscle coupled with 
unexpected consensus between old adver- 
saries—most notably between Congress, 
business and labour. 

With its ceaseless shipments of cam- 
eras, cars, television sets, video record- 
ers, photocopiers, computers and micro- 
chips, Japan unwittingly supplied the 
latest kick up the broad American but- 
tocks. After witnessing Japanese export- 


ers almost single-handedly reduce Pitts- 
burgh’s steel industry to a smouldering 
heap, drive Detroit into a ditch, butcher 


some of the weaker commodity microchip 


makers of Silicon Valley, and threaten 
America’s remaining bastions of techno- 


logical clout—aircraft and computers— 
then, and finally then, American lethargy 
ceased. 

This survey tries to assess the strengths 
and weaknesses of the world’s two tech- 






the growth i in Jap: es 
stripped that in the l 
1970, when productivity gan to 
slow dramatically in Japan. Thereafter, 
with Vietnam behind it’ and two oil 
. ad, the American. economy 

ed its muscles and coped more effec- 
tively. Then the competitive: advantage 
started to move back in America’s... 










































































been running at an ave stag 
while the growth in labou: 
now averaging nearly 4% 
means that productivity of capital 
ployed is now growing. at well over 6% a 
year. ts 
Could this be the first. $ 

productivity pay-off. from he $80 b 
that Detroit spent. on new 
equipment over the past hal 
years; the combined (additional) $180 
billion invested by the airlines since 
deregulation, telecommunications firms 
since the AT&T consent decree and the 
Pentagon since President Reagan’s de- 











fence build-up began in 1980? It looks 


remarkably like it. 


nological superpowers. For if the past 
decade -has seen of the ugliest 
recrimination between ‘Washington and 
‘Tokyo over trade issues generally, imag- 
ine what the coming decade must have in 






store. Henceforth, industrial competition 5 


between America and Japan is going to 
range fiercely along the high-tech fron- 
tier—where both countries take a special 
pride in their industrial skills and cherish 
sacred beliefs about their innate 
abilities. 

The question that ultimately. has to be 
answered is whether: : going to 
allow the Japanese t “on nibbling 
away at its industrial base without let, 
hindrance or concession? Or are the 
Americans (as some bystanders have be- _ 
gun to suspect) “about to take the Japas; 
nese apart”? A 

With the gloves now off, which of the | 
two technological heavyweights should 
one put some money on? In the blue 
corner, Yankee ingenuity? In the red, 
Japanese production savvy? 







Copycat turns leader? 


Is Japan still a technological free-loader—or has 8 tb become a a pacesetter i = 


high-tech? 


America may still have the largest share (chart 
of high technology exports, but Japan ish 

catching up fast. It skipped smartly past. a 
» West Germany to become the second. 


largest supplier of high-tech goods.in 1980. 
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The Japanese know they do not have a 
ance in fields that are either defence- 
Basics (for example, weapons, aircraft, 
satellites and avionics) or too dependent 
on imported energy or raw materials (like 
petrochemicals). But they see everything 
else as up for grabs. Even in lasers, 
software and computer-integrated engi- 
neering—where American pre-eminence 
was long thought unassailable—the Japa- 
nese have begun to make inroads. 

Who would have thought it possible a 
decade ago? Of the 500 breakthroughs in 
technology considered seminal during the 
two decades between 1953 and 1973, only 
5% (some 34 inventions) were made in 
Japan compared with 63% (315 inven- 
tions) in the United States. Despite its 
large, well-educated population, Japan 
has won only four Nobel prizes in science; 
American researchers have won 158. It is 
not hard to see why Japan has been 
considered more an imitator than 
innovator. 

Stanford University’s Mr Daniel Oki- 

\oto lists half a dozen reasons for Japan’s 
lack of technological originality in the 
past: 

@ As an industrial latecomer, it has al- 
ways been trying to catch up. 

@ The Japanese tendency towards group 
conformity has made it difficult to win a 
hearing at home for radical ideas. 

@ Research in Japanese universities is 
bureaucratic, starved of cash and domi- 
nated by old men. 

@ The venture-capital market is almost 
non-existent. 

@ Lifetime employment, along with a 
rigid seniority system, stifles innovation 
inside industry 

@ And the traditional heavy gearing 
(high debt-to-equity ratio) of much of 
Japanese industry has made firms think 
twice about taking risks. 

All these things—and more—have 
been true to some extent in the past; but 
all are ar OSS ete The eenigen of 
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Tokyo's financial markets, for instance, is 
forcing Japanese companies to reduce 
their levels of debt (see accompanying 
feature on next page). This, in turn, is 
making them more adventurous, while at 
the same time helping ferment a number 
of venture-capital funds. 

Japan’s “invisible” balance of techno- 
logical trade (its receipts compared with 
payments for patent royalties, licences, 
etc) which had a ratio of 1:47 a couple of 
decades ago came within a whisker of 
being in balance last year. That said, 
Japan still buys its high-tech goods and 
knowhow predominantly in the West and 
sells them mainly to the developing 
world. 

In certain industries, however, Japa- 
nese manufacturers have already started 
bumping their heads against the ceiling of 
current knowhow. There are no more 
high-tech secrets to be garnered from 
abroad in fibre optics for telecommunica- 
tions, gallium arsenide memory chips for 
superfast computers, numerically-con- 
trolled machine tools and robots, and 
computer disk-drives, printers and mag- 
netic storage media. In all these, Japan 
now leads the world. Today, Japanese- 
language word processors represent the 
cutting edge of high-tech in Japan—tak- 
ing over the technological (but hardly 
export-leading) role that colour television 
played earlier (chart 3). 

Although it is no longer quite the 
technological free-loader it was in the 
past, is Japan’s new reputation as a pace- 
setter in high-tech justified? A new image 
has certainly emerged over the past few 
years of Japan as an invincible Goliath, 
capable of vanquishing any rival, what- 
ever the field. Yesterday, the smokestack 


Made in the USA 


un to muscle into high-tech, America has raised the 
e name of the game now is ultra-tech 


Just as Japan has 
technological stakes. 


High technology is an American inven- 
tion. Despite the near meltdown at Three 
Mile Island, broken helicopters in the 
Iranian desert and recent disasters on the 
launch pad, Americans remain the su- 
preme practitioners of this demanding 
and arcane art. And while the United 
States has racked up large deficits on its 
international trading account, it has en- 
joyed growing surpluses in its worldwide 
sales of high-tech goods. Or, rather, it did 
so until recently. Once again, blame the 
Japanese. 

Five years ago, America sold the world 
$23.6 billion more technological widgets 
than it bought. That handy surplus had 
dwindled, says America’s Department of 
Commerce, to a token $5 billion by 1984 
(chart 7 on later page). Meanwhile, for- 
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sectors. Today, high technology. Tomor- 
row, services. “Which is the ‘real’ 
Japan?” asks Mr Okimoto: 


Is it a technological imitator and industrial _ 
over-achiever? Or is Japan an astute learner 
and unbeatable colossus? Will Japan dis- 
lodge the United States from its current 
position of dominance in high technology as 
convincingly as it did in the smokestack — 
sectors? Or has it reached the limits of its 
phenomenal postwar growth? 


Japan is all these things and more. And to _ 
understand what the future holds, and ~ 
whether America is up against a David or © 
a Goliath, means looking closely at the _ 
frontiers of modern electronics. For the — 
country that commands the three most — 
crucial technologies of all—semiconduc- — 
tors, computing and communications— — 
will most assuredly command the mighti- 
est industrial bandwagon of the twenty- — 
first century. 


eigners had grabbed three-quarters of the 3 
world’s current $300 billion in high-tech — 
trade. In the process, Japan has gone 
from being a small-time tinkerer in the — 
1960s to becoming (as in everything else) _ 
the Avis of high technology to America’s" 
Hertz. 

Even so, trade in high-technology 
goods remains a crucial breadwinner for — 
the United States. Since the mid-1960s, — 
high-tech’s share of American manufac- 
tured goods sold around the world has 
gone from a little over a quarter to close 
to a half. fr, 

Office automation is now America’s 
most competitive high-tech industry as 
well as its biggest revenue-earner abroad. 
Selling its trading partners computers, 
copiers and word processors brought in 
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One thing Americans have learned is 
that having the world’s most productive 
labour force does not guarantee industri- 
al competitiveness. At least three other 
things are needed. The first is to keep a 
lid on wages. The second concerns ex- 
change rates. The third involves the 
return on capital employed. All three 
have been seen lately as spanners in the 
American works. 

Take wages. During the ten years 
before 1973, real wages for American 
workers had increased steadily at an 
average rate of 2.6% a year. But ever 
since the first oil shock, real wages in the 
United States have stagnated. So Ameri- 


| can labour is becoming more competi- 


tive, yes? 

Unfortunately no, When fringe bene- 
fits are included, hourly compensation 
for blue-collar workers in the United 
States has continued to rise. American 
labour has sensibly been taking raises 
less in cash than kind. Total compensa- 
tion for American industrial workers—a 
modest $6.30 an hour in 1975—had 
climbed to $9.80 an hour by 1980 and to 
$12.40 by 1983. 

Compared with Japan, hourly labour 
costs in America went from being on 
average a little over $3 more expensive 
in 1975 to becoming nearly $6 more so by 
1983 (chart 4). So much for narrowing 
the $1,900 gap between making a motor 
car in Nagoya compared with Detroit. 

Ah, yes, but hasn't the dollar tumbled 
dramatically? It has indeed—from a 1985 
high of over Y260 to the dollar to a low 
this year of Y150 or so. In trade-weight- 
ed terms, that represents a drop for the 
dollar of 28% in 1S months. Meanwhile, 
the trade-weighted value of the yen has 
appreciated by over 40%. 

What about differences between 
America and Japan in terms of return on 
capital? Here things are actually better 


_ than most American businessmen imag- 


ine. True, real rates of return earned by 
American manufacturing assets in the 


_ [4 Hourly earnings of workers 
in manufacturing industries 1 
including fringe benetits 
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| Crying all the way to the bank 


1960s were substantially higher than in- 
vestments in financial instruments, while 
things were briefly the other way round 
during the early 1980s (chart 6). On the 
face of it, capital for buying equipment 
or building factories seems twice as ex- 
pensive in America as in Japan. 

Today's most cited account comes 
from Mr George Hatsopoulos of Thermo 
Electron Corporation in Massachusetts. 
Comparing the cost of (non-financial) 
capital in the two countries between 1961 
and 1983, Mr Hatsopoulos found real 
pre-tax rates ranged between 6% and 
10% for Japanese firms and anything 
from 13% to 20% for their American 
counterparts. 

The conventional explanation for this 
difference is that Japanese firms are 
more highly geared (leveraged) and thus 
benefit because debt generally costs less 
than equity—interest payments being 
deducted from pre-tax profits, while div- 
idends come out of taxed earnings. 

Then there is Japan's two-tier interest 
rate structure, which is carefully regulat- 
ed to favour business debt at the expense 
of consumer credit, Throw in a banking 
system that is bursting at the seams with 
yen being squirrelled away by house- 
wives worried about school fees, rainy 
days and the ever-present threat of their 
husband's early (and often unpensioned) 
retirement. All of which, say American 
trade officials, adds up to a financial 
advantage that makes it tough for Amer- 
ican firms to compete. 

What is studiously ignored in the fi- 
nancial folklore about Japan Inc is the 
fact that, over the past decade, Japanese 
manufacturers have been getting out of 
debt as fast as decently possible (see the 
survey on corporate finance in The 
Economist, June 7 1986). The most com- 
Pore reason right now is because To- 

yo's financial markets have joined the 
fashionable trend towards liberalisation. 
With old controls over the movement of 
capital going out of the window, Japa- 


[5] $ trade-weighted exchange rate 
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nese interest rates are destined to be- 
come more volatile. So who wants to be 
highly geared when interest rates are 


rising or (worse) becoming less 
predictable? 
[8] United States: 25 
real rate of return on % 
stac assets” 
eu 
*Gross operating 
% of gross capital stock 
adjusted for inflation 
t industrial bond yield 
adjusted for inflation 
10 
= 
real bond Jj 
yield? 


Source. OECD 


Another thing Japanese manufactur- 
ers resent about some of these allegedly 
cheap industrial loans are the strings and 
hidden costs involved. The most punish- 
ing are the so-called “compensating bal- 
ances” which a borrower has to deposit 
(at a considerably lower interest rate) 
with the bank offering the industrial 
loan. And so he has to borrow more 
money—at higher cost and with greater 
restrictions—than he actually needs. 

Yet another thing that muddies the 
water is the way debt in Japanese bal- 
ance sheets is grossly overstated by west- 
ern standards. For one thing, the com- 
pensating balances, though they are 
actually deposits, are recorded as bor- 
rowings. Then there is the habit Japa- 
nese companies have of doing much of 
their business on credit, especially with 
suppliers and subsidiaries. This makes 
their accounts payable and receivable 
look huge—in fact, twice as large as in 
America. 

Other factors inflating debt among at 
least the bigger Japanese companies are 
things like non-taxable reserves for spe- 
cial contingencies and (if they pay them) 
pensions. The last time figures were 
collected in Japan (in 1981). employees 
in large corporations with established 
retirement plans were divvying up 15- 
20% of their companies’ capital through 


their pension contributions. All of which 


showed up in their corporate accounts as 
debt. 

All that said, Japanese companies are 
on balance more highly geared than 
American corporations; and. overall, 
the cost of financing industry has been 
lower in Japan than in the United States. 
But at most only 20% lower. and nothing 
like the 50% lower claimed by lobbyists 
in America. 
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H TECHNOLOGY 


Technology's top ten 


How high is the high in high-tech? Diffi- 
cult to say. Most economists at least 
agree that high technology products em- 
body an “above average” concentration 
of scientific and engineering skills. As far 
as the National Science Foundation in 
Washington is concerned, this means 
anything produced by organisations em- 
ploying 25 or more scientists and engi- 
neers per 1,000 employees and spending 
over 3.5% of net sales on R&D. 

The American Department of Com- 
merce is a bit more scientific. Its defini- 
tion of high-tech is derived from input- 
output analyses of the total R&D spent on 
a spectrum of individual products. Thus 
an aircraft gets credit for not only the 
R&D done in developing the airframe, 
but also the relevant contribution of the 
avionics supplier and even the tyre mak- 
er. Using this definition, high-tech indus- 
try is a ranking of the ten most “re- 
search-intensive’ sectors, where the 
tenth has at least double the R&D intensi- 
ty of manufacturing generally (table 1). 

A laudable effort, but not without 
criticism. First, such a definition focuses 
entirely on products, ignoring the boom- 
ing business in high-tech processes— 
and, increasingly, high-tech services as 
well. Second, it favours systems (that is, 
collections of interdependent compo- 
nents) over individual widgets, as well as 


= $20 billion in 1984. Along with aircraft, 
electronics and professional instruments, 
_ these “big four“ account for more than 
_ three-quarters of the United States’ ex- 
= ports of high technology (table 2). De- 
__ Spite the popular myth, America exports 
= Only modest amounts of missiles and 
= aerospace products. But fears that for- 
-eigners may eventually storm even the 
high frontier of aerospace keep Washing- 

ton officials awake at night. 

Of the ten industrial sectors designated 
high-tech (see feature above), America 
has managed to increase its share of the 

_ global market in only two: office automa- 

= tion and electronics. For which, it should 
_ thank the likes of IBM, Hewlett-Packard, 
Digital Equipment, Xerox, ITT, RCA, 


_ Table 2: High-tech exports in 1984 


~ 


products manufactured by large compa- 
nies rather than small firms. 

Third, because the data come of ne- 
cessity from broad industrial categories, 
anomalies crop up—like cuckoo clocks 
being labelled high-tech because they fall 


Table 1: Product range 


HIGH-TECH SECTOR 
1 Missiles and spacecraft 
2 Electronics and 
telecoms 
SUA 


within the eighth-ranking group, profes- 
sional instruments. 

Fourth, and perhaps most damning, 
the Commerce Department's definition 
is based on Standard Industrial Classifi- 
cation (sic) codes—many of which have 
been rendered irrelevant by technologi- 
cal changes that have occurred since the 
sic codes were last overhauled in 1972. 


EXAMPLES OF PRODUCTS 
Rocket engines; satellites and parts 


Pies atnole and tapes: barg mg 


atus, radio and Tv 
pment, telecoms 
Pe apre pha ag apinn semi- 


uctors, tape recorders 


Aircraft and parts 


Commercial aircraft, fighters, bombers, helicopters, 


aircraft engines, parts 


Office automation 


Ordnance and accessories 


Computers, i devices, storage devices, 

r raine riag p nah ne machines, parts 

Non-military arms, =e and sporting | 
blasting and percussion caps 


ammunition, 


Drugs and medicines 
Inorganic chemicals 


Vitamins, antibiotics, hormones, vaccines 
Nitrogen, sodium hydroxide, rare gases, 


inorganic pigments, radioactive isotopes and 
compounds, special nuclear materials 


Professional and scientific 
instruments 


Industrial process controls, optical instruments 
and lenses, navigational instruments, medical 


instruments, photographic equipment 


Engines, turbines and parts 


Generator sets, diesel engines, non-automotive 


petrol engines, gas turbines, water turbines 


10 Plastics, rubber and 
synthetic fibres 


General Electric, Texas Instruments and 
a host of brainy technological-based busi- 
nesses scattered around the West Coast, 
Rockies, Sunbelt, Mid-Atlantic and New 
England. 

A common cry in Washington is that 
this “narrowing” of America’s high-tech 
base is one of the most disturbing prob- 
lems facing the United States today. Oth- 
ers see this trend as more or less inevita- 
ble—and perhaps even to be encouraged. 
Trade ministers in Western Europe, for 
instance, only wish they had such “prob- 
lems”; Japanese bureaucrats are doing all 
they can to create similar “problems” 
back home. 

The reason is simple. These so-called 
“problems” concern a focusing of all the 





/ 
_ High-tech sector ar Hers Others’ exports* 

TA: Value of total Value % of total 

-Office automation $19.7bn 22.4 $6.5bn 14.5 

-Electronics & telecoms $14.4bn 22.0 $53.8bn 29.4 

_ Aircraft and parts 13.5bn 20.7 $15.4bn 8.4 

= Profess'l instruments $7.2bn 11.0 $27.0bn 14.7 

Plastics, rubber, etc $4.4bn 6.7 5bn 14.5 

Inorganic chemicals $3.5bn 5.4 $10.9bn 6.0 

Engines and turbines $3.2bn 4.9 $10.7bn 5.9 

E; agea and medicines $2.7bn 4.1 $10.7bn 5.9 

y les and $1.0bn 1.5 $0.6bn 0.3 

. $0.8bn 1.3 $0.7bn 0.4 


Source: US Department of Commerce. 


Bot 14 other countries (apart from Americal exporting high-tech goods, France, West Germany, Japan and Britain accounted 


Various chemicals derived from condensation, 
ion, polyaddition, Ses 
copolymerisation; synthetic resins and fibres 





underlying technologies that have come 
to drive the computing, office automation 
and communications industries. All three 
provide the tools for handling informa- 
tion; and information—its collation, stor- 
age, processing, transmission and use 
elsewhere—will, quite literally, be the oil 
of the twenty-first century (see the survey 
on information technology in The Econo- 
mist, July 12 1986). ar 
All that noisy jostling going on rig 
now between the IBMs, Xeroxs and AT&Ts 
of the corporate world is merely the 


in retreat 
US trade balances 





Source US Department of Commerce 
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clatter of these three industrial sectors 
(each with its own distinctive style of 
manufacturing, procurement and custom- 
er support) being forged together by their 
underlying technologies into a single, ul- 
tra-tech activity called information 
services. 

Yes, beyond high-tech in the industrial 
spectrum lies ultra-tech—today a mere 
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multi-billion-dollar stripling of a business, 
but by the year 2000 potentially a trillion- 
dollar leviathan. As such, ultra-tech 
alone will come to dwarf all manufactur- 
ing sectors before the century is out. 
America is well on the way to making that 
happen. A lap or two behind, Japan at 
least is getting up speed. Europe is barely 
in the race. 


Chips with everything 


Gone are the days when American semiconductor firms short-sightedly sold 
their licences and knowhow to Japanese microchip makers 


America’s electronics firms have main- 
tained their global leadership in all 
branches of their business save one. They 
kissed goodbye to consumer electronics 
(television, hi-fi, video recorders, etc) as 
customers across the country voted with 
their pockets for shiny boxes with flashing 
lights and labels like Panasonic, Technics, 
Jvc and Sony. 

The American electronics industry 
came close to allowing much the same to 
happen in microchips. In 1982, Silicon 
Valley took a caning when the Japanese 
started flooding the market with cheap 
64k RAMs (random-access memory chips 
capable of storing over 64,000 bits of 
computer data). Most beat a hasty retreat 
up or out of the market. 

From having a dozen mass producers of 
dynamic-RAMs in 1980, only five Ameri- 
can chip makers were still in the high- 
volume memory business by 1983. Today, 
there are effectively only two or three 
with the capacity to produce the latest 
generation of memory chips (1 megabit 
RAMS) in anything like economic vol- 
umes, Meanwhile, the six Japanese firms 
that plunged into the memory-chip busi- 
ness back in the early 1970s are still 
around—and now have a 70% share of 


~ the dynamic-RAM market in America. 


Microchips have been the engine 
powering Japan’s drive into high-tech 
generally. But before it could join the 
microchip generation, Japan had to find 
a way of disseminating this vital Ameri- 
can technology throughout its fledgling 
semiconductor industry. The trick 
adopted was, first, to protect the home 
market, and then to bully abler firms 
into joining government-sponsored re- 
search schemes—one run by the Japa- 
nese telephone authority NTT and the 
other by the Ministry of International 
Trade and Industry—to develop the 
knowhow for making their own very 
large-scale integrated (VLSI) circuits. 

Next, by “blessing” VLSI as the wave of 
the future and crucial to Japan’s survival, 
the government triggered a scramble 
among the country’s electronics firms 
(encouraged by their long-term invest- 
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ment banks) to build vLSI plants. The net 
result was massive over-capacity (first in 
64k RAMs and then in 256k versions), 
abundant local supply for the domestic 
consumer electronics makers and an im- 
pelling urgency to export (or dump) sur- 
plus microchips abroad. 

This targeting ploy had been tried be- 
fore. Japanese manufacturers found it 
worked moderately well with steel, much 
better with motorcycles, better still with 
consumer electronics and best of all with 
semiconductors. The only requirement 
was a steeply falling “learning curve” 
(that is, rapidly reducing unit costs as 
production volume builds up and manu- 
facturers learn how to squeeze waste out 
of the process). 

The trick was simply to devise a for- 
ward-pricing strategy that allowed Japa- 
nese manufacturers to capture all the new 
growth that their below-cost pricing cre- 
ated in export markets, while underwrit- 
ing the negative cashflow by cross-subsi- 
dies and higher prices back home. 

The Americans finally lost their pa- 
tience when the Japanese tried to do a 
repeat performance with pricier memory 


~~ 


— 


Street map for a microchip circuit 


aa. ` ~~ a =. J 
Aj i l P 


i a tS 


E syai ar 


HIGH TECHNOLOGY SURVEY 11 


chips called EPROMs. The price fell from 
$17 each when the Japanese first entered 
the American market with their EPROM 
chips early in 1985 to less than $4 six 
months later. Intel, National Semicon- 
ductor and Advanced Micro Devices 
promptly filed a joint petition, accusing 
the Japanese of dumping EPROMs on the 
American market at below their manu- 
facturing costs in Japan (then estimated 
to be $6.30 apiece). The issue is currently 


being used by Washington as a battering __ 


ram to breach the wall Japan has erected 
around its own $8 billion semiconductor 
market back home. 

For America, this get-tough policy has 
come only just in time. Japan now enjoys 
a 27% share (to America’s 64%) of the 
world’s $42 billion semiconductor mar- 
ket. And while cut-throat competition 
may make memory chips a loss-leader, 
acquiring the technology for producing 
RAMS has given Japan’s microcircuit mak- 
ers a leg-up in getting to grips with more 
complex semiconductors used in comput- 
er graphics, communications and video 
equipment, 

So far, however, it has not helped 
Japanese chip makers to loosen the stran- 
glehold that American semiconductor 
firms have on the lucrative microproces- 
sor business. Where 256k RAMs have 
become commodity products that sell 
wholesale for $1 or so each, 32-bit micro- 
processors from the likes of Motorola, 
Intel, National Semiconductor, Texas In- 
struments, AT&T and Zilog cost hundreds 
of dollars apiece. Between them, these six 
American chip makers contro] 90% of the 
world market for the latest generation of 
microprocessors, leaving just 10% for the 
rest of the American semiconductor in- 
dustry, Europe and Japan. 

Fortunately for the Americans, micro- 
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processors are not like memory chips. 
Being literally a “computer-on-a-chip”’, 
they are vastly more complex and cannot 
be designed in any routine manner. 
Sweat, insight and inspiration are needed 
every step of the way. And they have to 
be designed with their software applica- 
tions in mind. Americans have been do- 
ing this longer, and are better at it, than 
anyone else. 

More to the point, American firms are 
not parting with their patents as readily as 
they did in the past. Hitachi has been 
trying (with little luck) to persuade Mo- 
torola to sell it a licence for making its 
advanced 68020 microprocessor. Mean- 
while, Japan's leading electronics firm, 
NEC, is having to defend itself in the 
American courts for infringing one of 
Intel’s microprocessor patents. 

With America’s new, stricter copyright 
laws making it difficult to imitate Ameri- 
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can designs, Japanese chip makers are 
being shut out of all the major markets 
for microprocessors. Fujitsu, Matsushita, 
Mitsubishi and Toshiba are all gambling 
on a microprocessor design called TRON 
developed at the University of Tokyo. 
But nobody, least of all NEC or Hitachi, 
holds out much hope for the TRON design 
winning a big enough share of the market 
in its own right to be economic—at least, 
not until the mid-1990s. And, by then, 
Silicon Valley will have upped the techno- 
logical stakes again. 

‘When, late at night, the conversation 
gets down to honne (brass tacks), even 
Japan’s ablest microchip wizards despair 
at ever matching Silicon Valley’s mix of 
entrepreneurial and innovative flair. “‘Ja- 
pan is powerful in only one sub-field of a 
single application of semiconductors tied 
to a specific line of products’’, bemoans 
Mr Atsushi Asada of Sharp Corporation. 


Calculus of competition 


Aping 16m has Neh Japan's computer makers a toe-hold in the market—but 


largely on Big Blue's terms 

America’s response to Japan’s challenge 
in microchips is being repeated in com- 
puters. Here, Japan’s specialty has been 
making workalike copies of IBM’s big 
office machines (mainframes). The most 
one can say about these ‘‘plug-compati- 
ble” computers is that they have managed 
to prevent IBM from swamping the Japa- 
nese home market completely. Big Blue 
has to put up with being number two in 
Japan. Overall, however, Japanese com- 
patibles have had only a marginal impact 
on the $150 billion computer business 
worldwide. 

American manufacturers have estab- 
lished an almost impregnable position in 
mainframes and minicomputers—the 
stuff of corporate sales and accounting 
departments. And in the push to put a 
microcomputer on every desk, a handful 
of American firms (IBM, Compaq, Apple, 
Atari and Commodore) have been feed- 
ing the market a feast of cleverer, faster 
and (in many cases) cheaper machines 
that have left Japan’s “!BMulators”’ nib- 
bling on the leftovers of yesterday's 
lunch. In the personal-computer market, 
the IBM clone makers having the most 
impact come mainly from low-cost South 
Korea and Taiwan rather than Japan. 

Meanwhile, in developing the pro- 
grams that make computers tick, Ameri- 
can software engineers have been every 
bit as clever as their chip-designing col- 
leagues in Silicon Valley. In the process, 
they have increased their share of the 
world’s software market (worth $40 bil- 
lion a year) from under 65% a decade ago 
to over 75% today. 


All this does not mean Japan’s comput- 
er industry is a write-off. Its component 
suppliers have quietly established a signif- 
icant position for themselves in the Unit- 
ed States and elsewhere. In personal 
computers, for instance, Japanese ma- 
chines account for less than 2% of the $14 
billion annual sales of PCs in America. 
But Japanese components and peripher- 
als (chips, disk-drives, keyboards, moni- 
tors, printers, etc) account for nearly 30% 
of the market's wholesale value, 

Most of Japan’s computer makers came 
a cropper by riding a bit too blindly on 
IBM’S coat-tails. Lacking the home-grown 
programming skills, Fujitsu, Hitachi and 
Mitsubishi made their computers imitate 
IBM's so they could sell cheaper versions 
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to customers who were already using IBM 
machines equipped with the necessary 
software. That worked well until the 
slumbering giant woke up. 

Then, in 1979, IBM introduced its 4300 
series computers at a price that shook not 
just rival Japanese makers, but other 
American suppliers too. Since then, IBM's 
aggressive price-cutting and frequent 
model changes have made life tough for 
the plug-compatible trade. 

Not only is IBM automating vigorously 
(the company is spending $15 billion over 
the next four years to achieve lower 
production costs than anyone in Asia), 
but it has also begun flexing its techno- 
logical muscles. Its R&D expenditure is 
now running at $3.5 billion a year—more 
than all other computer manufacturers 
combined. Though for antitrust reasons it 
will never say so publicly, IBM is neverthe- 
less determined to trample the plug-com- 
patible makers down—both in the pe 
sonal-computer end of the business as 
well as among its mainframe competitors. 

One of the dodges being adopted is to 
incorporate more “microcode” in its 
computers’ operating systems (the basic 
programs that manage a machine's inter- 
nal housekeeping and support the cus- 
tomers’ applications software). Used as 
an offensive weapon, microcode replaces 
parts of the computer's electrical circuit- 
ry, making it possible to change the whole 
character of a machine long after it has 
been installed at a customer’s premises. 
The implication is that IBM can then sell 
products that can be continuously en- 
hanced—something customers appreciate 
and will pay a premium for. 

Starting with its 3081 series in 1981, IBM 
caught the competition off guard with a 
new internal structure called XA (“ex- 
tended architecture’’) which allows cus- 
tomers to update their machines wit* 
packets of microcode whenever IBM de 
crees the market needs a shake-up. This 
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has thrown the plug-compatible makers 
on the defensive, forcing them to devote 
more of their development resources than 
they can afford to trying to anticipate 
IBM’s next round of operating system 
changes and to try to match them with 
hurriedly engineered modifications to 
their hardware. That involves digging 
ever deeper into their profit margins. 

America’s other computer firms are 
also pushing this trend towards replacing 
hardware with software wherever possi- 
ble. Writing and “debugging” the pro- 
grams now accounts for 50-80% of their 
budgets for developing new computers. 
Two reasons, then, why American com- 
puter executives are smiling: 

@ Ata stroke, the trend towards greater 
use of software helps neutralise the one 
great advantage their Japanese competi- 
tors have long possessed—namely, the 
ability to manufacture well-made me- 
chanical components at a modest price. 

@ And it changes the business of manu- 
facturing computers from being heavily 
capital-intensive to becoming more brain- 
intensive. The large pool of experienced 
programmers and diverse software firms 
in the United States puts the advantage 
firmly in American hands. 

The Japanese response has been to 
launch another government-sponsored 
scheme, this time to help the country’s 
computer makers invent “intelligent” 
machines for tomorrow. The ten-year 
fifth-generation project, based largely on 
“dataflow” concepts pioneered at Mass- 
achusetts Institute of Technology, will 
have cost $450m by the time it is complet- 
ed in 1992. The aim is to create computers 
able to infer answers from rough informa- 
tion presented to them visually or orally. 
Even Japanese scientists working on the 
project are not sure whether such goals 
are realistic. 

The Americans are not leaving any- 
thing to chance. Congress has been per- 
suaded to relax the antitrust rules so that 
rival manufacturers can collaborate on 
advanced research without running foul 
of the law. Two of the first collaborative 
research institutions to spring up aim to 
match any challenge the Japanese might 
offer in computing, software and compo- 
nents for the 1990s. In one, the Semicon- 
ductor Research Corporation, 13 micro- 
chip companies have clubbed together to 
form a non-profit consortium for support- 
ing research on advanced integrated cir- 
cuits at American universities. The con- 
sortium is now doling out $35m a year to 
designers of tomorrow's microchips. 

The other institution, the Microelec- 
tronics and Computer Technology Cor- 
poration (MCC), is an interesting experi- 
ment in its own right. Set up as a joint 
venture in 1983 by initially ten (now 21) 
rival American computer and semicon- 


ductor companies, MCC has 250 scientists 
carrying out research at its headquarters 
in Austin, Texas, to the tune of $75m a 
year. What is for sure, says Mr Bobby 
Inman, MCC’s chief executive and former 
deputy director of the CIA, “MCC wouldn't 
have occurred except for MITI.” 

But the most orchestrated response of 
all to the Japanese challenge in comput- 
ing comes not from IBM, Silicon Valley or 
collaborative consortia of American chip 
makers and computer firms. Though it is 
rarely in the public headlines, the Penta- 
gon has been pouring barrels of cash into 
computing. Its Defence Advanced Re- 
search Projects Agency (DARPA) in 
Washington has been playing busy mid- 
wife to some of the most exotic technol- 
ogy of all for computers, communications 
and electronic equipment generally. 

Its VHSIC (very high-speed integrated 
circuit) project alone has pumped $300m 
over the past five years into advanced 
methods for making the superchips need- 
ed for radar, missiles, code-breaking and 
futuristic computers. Also earmarked for 
DARPA is a reported $1 billion for spon- 
soring a range of supercomputers which, 
say insiders, “will outperform anything 
the Japanese can develop under their 
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super-speed computing project or their 
fifth-generation programme.” 

At least a dozen “fifth-generation 
bashers” have surfaced as research pro- 
jects around the United States, mainly in 
university laboratories, but also in small 
Start-up companies founded by academ- 
ics, entrepreneurs and engineering emi- 
grés from the mainframe computer indus- 
try. The latest supercomputer to go public 
(the prototype was shipped last year to 
the American navy) is a cluster of boxes a 
yard square capable of calculating over a 
billion instructions per second (the Japa- 
nese government hopes to have a similar 
greyhound of a computer by 1992). The 
group that built it spun off mainly from 
nearby Massachusetts Institute of Tech- 
nology to form their own company, 
Thinking Machines. The firm is now 
taking orders for a bigger brother with 
four times the processing power. 

If only a handful of the score or so of 
American groups building advanced com- 
puters survives, the United States is going 
to enlarge its existing technology base in 
computing over the next decade by as 
much new engineering talent as its rivals 
have in totality. And that, not least for 
the Japanese, is a sobering thought. 





Reach out and crush someone 


Even more than breakthroughs in telecommunications technology, America’s 
new deregulated freedom to plug in, switch on and sell an information 
service is breeding a whole new generation of infopreneurs 


Americans complain about it, but if truth 
be told they still have the best and cheap- 
est telephone system in the world. Japan's 
is a good one too—about as good as the 
Bell System was in the late 1960s. Which 
means it is reliable and cheap when 
making calls within the country, but not 
particularly good at performing electronic 
tricks like automatic call-forwarding, call- 
waiting, short-code dialling, credit-card 
billing, conference calling—all things Bell 
users take for granted today. 


Americans also take for granted the 
choice of being able to dial long-distance 
numbers using alternative carriers who 
offer cheaper rates. Liberating the phone 
system from the state monopoly’s clutch- 
es (so customers may choose what they 
want instead of what they are given) has 
barely begun in Japan. 

The United States is the world’s domi- 
nant supplier as well as its most prolific 
user of telephone equipment. The global 
market, worth $57 billion in 1982, is 
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- business is five times bigger than Japan’s, 
practically all of it is at home. Some 90% 
the domestic market is controlled by 
the mighty American Telephone and 







American market, while ITT has tradi- 
tionally sold its telephone equipment al- 
most exclusively abroad. 

~ Until the deregulation of the American 
phone system in the wake of AT&T's 1982 
_ consent decree, Ma. Be re EAE 
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ary Bell Laboratories in New Jersey, and 
neither imported nor exported a single 
transistor. 
= Bell Labs has been responsible for a 
blizzard of innovations (transistor, laser, 
stored-program control, optical fibres, 
etc) that have driven down the real cost of 
communications and raised the quality 
and availability of telephone service 
“throughout the United States. But be- 
cause of AT&T's preoccupation in the past 
‘with just the domestic market, the best of 
its technology has had little direct impact 
-on the rest of the world. The door to 
export sales was thus left ajar for tele- 
coms suppliers elsewhere—from Europe 


(Siemens, Ericsson, Thomson, GEC and 


Philips), Canada (Northern Telecom and 
mug ): nd J apan (NEC, Oki, Fujitsu and 
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per, optical fibres- can. carry three 
mes the telephone traffic of convention- 
cables, need few repeater stations to 
tthe signals and send them on their 
-are immune to electrical interfer- 
ence and do not corrode like metal wires. 
~The early American lead in fibre op- 
tics, built up by Western Electric and 
corning Glass, has been chipped away by 
s at NEC, Sumitomo and Japan’s 
ye authority (NTT). Apart from 
ow to manufacture low-loss 


egraph (“Ma Bell”). GTE has 10% of- 
. those owned by airlines, banks, ir 


nese companies have become 


“superb at making the minute lasers, light- | ‘gies 5 ne of the key driving fo 
behind the merger between compi 
_ office automation and telecommu 


emitting diodes and minuscule receivers 


used for projecting and catching the 


messages. 

Hand in glove with fibre optics is the 
growing trend towards digital transmis- 
sion—sending spoken or picture mes- 
sages coded as the ones and zeros of 


-computerspeak. The transmission part is 


easy, but optical switching has presented 
horrendous headaches and the competi- 
tion here is fierce. 

_ ButAmerican makers have used their 
knowhow to better commercial ends. In 
particular, digital transmission has been 





used to speed the growth in. data traffic 


between big computer systems, especially 
companies and financial institutions. 
Here, the Federal Communications Com- 
mission has taken the initiative, by free- 
ing America’s telecommunications net- 
works so anyone can plug in, switch on 
and sell an information service. Other 
countries—-Britain and West Germany 
particularly—have been inexplicably 
making life as difficult as possible for 





their own infopreneurs. 


The lesson has not been wasted on 
telecommunications mandarins in Japan. 
They have seen how getting the govern- 
ment off the back of the telephone com- 
panies in America has spurred a vibrant 
free-for-all in “value-added networking”, 


. creating numerous jobs in information 


services and giving local manufacturers a 
headstart in carving out a piece of a brand 
new high-tech business for themselves. 
This new communications freedom— 
even more than the changes in digital 


switching and new transmission technol- 


Getting smart 


Manufacturing is also going high-tech, threatening to turn. ey S dedicate 
factories full of automation into relics of th p 


Microchips, computers and telecoms 
equipment will be to the next quarter 
century what oil, steel and shipbuilding 
were to the years between Hiroshima and 
the Yom Kippur war. More than anything 
else, these three technologies will fuel the 
engine of economic growth in countries 
that learn to manage their “smart” ma- 
chinery properly, This will hasten not so 
much the trend towards service jobs, but 
more the revitalisation of manufacturing 
itself. 

Manufacturing? That grimy old metal- 
bashing business which the more prosper- 
ous have been quietly jettisoning for 
better-paid office jobs in the service sec- 
tor? It is true that manufacturing jobs in 
all industrial countries (save Italy and 
Japan) have been shed continuously since 
1973. In the United States, employment 


exotic technology dreamed up b 


‘pressing on with its plan to privat 


in manufacturing industry fell 2.5% 


‘in Japan. But manufacturing 





tions that is beginning to tak 
the United States. Last ye 
maker IBM absorbed Rolm 
manufacturer of digital privat 
exchanges. At the same time the 
phone giant, AT&T, broadened its 
ing base in computing and office eq 
ment by buying 25% of Olivetti 
The leader of the office-automation pi 
Xerox, is still suffering from as 
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California.. | 

Japan has no intention of being 
behind. The government in Toky 
















much of its telecommunications së 

vossible. And while the big nan 
the Japanese telecoms business ( 
Hitachi, NEC and Oki) may haved 
cies of their own, each is neverthele 
big name in computing too. And tł 
smaller, all are more horizontally i 
grated than AT&T, IBM or Xerox. 5 

- Will Japan close the technological g 
in telecoms with America? Quite pos 
bly. But only through setting up shop. 
the United States. The reason concern: 
one. missing ingredient, now as essential 
in telecoms as in computing: ingenious 
software. Just as Motorola and Texas 
Instruments have built semiconductor 
factories in Japan to learn the secrets 
quality and cost control, Japanese firm 
will have to establish telecoms plants ir 
the United States if they are to acquire 
the necessary software skills. NEC has now 
done so—for precisely that reason. 





















































year to less than 20% of the civilian : 
force. : 

-But looking at jobs alone is misiéad 
In terms of manufacturing’s contribu 
to GNP; for instance, little has change: 
fact, manufacturing’s share of valu 
ed (at current prices) in America 
22% of GNP in both 1947 and 1984, 
has wavered narrowly within the 20- 
band for close on 50 years. So muct 
de-industrialisation. | 

Manufacturing still means big ae 
in anybody’s book. It currently con 
utes $300 billion and 20m jobs i 
American economy; about $350. 
(at today’s exchange rate) and 1 
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Classification codes continue to give the 
impression that making anything in a 
factory is going the same way as smoke- 
Stack industry generally—up in smoke. 
Yet software engineering alone is an 
explosive new “manufacturing” industry 
that barely enters the American Treasury 
Department’s calculations of growth, let 
alone its vision of what constitutes 
industry. 

What is for sure is that the new battle in 
manufacturing competitiveness and pro- 
ductivity is going to be fought in the fields 
of process and design technology. Here is 
what Mr Daniel Roos of Massachusetts 
Institute of Technology has to say: 

Over the next 25 years, all over the world, 
semi-skilled labour—whether cheap or ex- 
pensive—will rapidly give way to smart 
machinery as the key element in competi- 
tiveness. Neither cheap Korean labour nor 
expensive American labour is our real 
problem. Rather the challenge lies in rapid- 
ly introducing and perfecting the new gen- 
erations of design and process equipment— 
and the complex social systems that must 
accompany them. 
It does not require an MIT professor to 
explain why conventional manufacturing 
is limping out and new computerised 
forms of design and fabrication are mus- 
cling in. Using the favoured yardstick of 
productivity (return on investment after 
discounting for the current cost of money) 
even back-of-the-envelope calculations 
show only two factors really count. Ener- 
gy costs are irrelevant, being typically 3- 
4% of factory costs. Much the same is 
true for labour, which now accounts for 
only 5-15% of total costs. 

“The only significant, and controllable, 
factors are material costs and production 
volume”, preaches Dr Bruce Merrifield 
of the American Department of Com- 
merce. Thus, with roughly 30% of materi- 
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From smokestack... 


al costs being in inventory, a “just-in- 
time” delivery system (like the Japanese 
kanban method for supplying compo- 
nents to motor manufacturers) could im- 
prove the real return on investment by as 
much as 15%. 

Getting manufacturing volumes right is 
trickier. Here high technology is making 
the whole notion of the special-purpose 
factory—with its automated equipment 
purring smoothly along as it churns out 
millions of identical parts all made to the 
same high standard of precision—a relic 
of the smokestack past. The marketplace 
is much more competitive today, no long- 
er accepting the 10-12 year product life 
cycles needed to justify the investment of 
such dedicated plants. The pace of tech- 
nological change is demanding that man- 





ufactured goods be replaced every four or 
five years; in consumer electronics, every 
two or three years. 

The Japanese factory devoted solely to 
turning out 10,000 video recorders a day 
with a handful of operators is the end of 
the line—not quite yet, but destined 
shortly to become, a magnificent anach- 
ronism and epitaph to the age of mass 
production. It was a brief and grimy era, 
spanning just the single lifetime from 
Henry Ford to Soichiro Toyoda. To take 
its place, a whole new concept of manu- 
facturing is being hustled out of the 
laboratory and on to the faċtory floor. 
This is the final melding of microchips, 
computers, software, sensors and tele- 
coms to become in themselves the cutting 
tools of manufacturing industry. 


The retooling of America 


Flexible make-anything factories are beginning to sprout across America, 
bringing back jobs that had slipped offshore 


American engineers call it CIM. Comput- 
er-integrated §manufacturing—hurried 
into the workplace by a kind of Caesarian 
section—has arrived before managers 
have had a chance to find out what they 
really want or are able to handle. The 
trouble—and there have been plenty of 
teething troubles—is that CIM has a 
grown-up job to do right now. To corpo- 
rate America, it is the one remaining way 
of using the country’s still considerable 
clout in high technology to claw back 
some of the manufacturing advantage 
Japan has gained through heavy invest- 
ment, hard work and scrupulous atten- 
tion to detail. 

American companies began pouring 
big money into high-tech manufacturing 
around 1980. All told, firms in the United 
States spent less than $7 billion that year 
on computerised automation. Today they 
are spending annually $16 billion, mostly 





on more sophisticated CIM equipment. By 
1990, investment in computer-integrated 
manufacturing will have doubled to $30 
billion or more, forecasts Dataquest of 
San Jose, California. 

General Motors has spent no less than 
$40 billion over the past five years on 
factories of the future. Even its suppliers 
are being hooked into GM’s vast comput- 
erised information net, allowing them to 
swap data with the giant motor maker as a 
first step towards integrating them wholly 
within its CIM environment. IBM has been 
spending $3 billion a year on computeris- 
ing its manufacturing processes. In so 
doing, it has been able to bring numerous 
jobs, previously done offshore, back into 
the United States. Pleased with the re- 
sults so far, IBM has raised its investment 
in CIM to an annual $4 billion. 

The heart of a CIM plant is a flexible 
manufacturing shop which can run 24 
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Many companies seriously considering their competitive 
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the event, through formal sessions and 
informal discussions, it is anticipated that delegates will 
have learned how to ensure that, in their company, 
advanced ee works and is ee 


WP Mikhail Gorbachev has broui a new climate to 

| East-West relations and a new economic strategy to the 

Union. A main aim is to take Russia into the age 

ern technology. Under Gorbachev’s leadership, 

he opportunities for East-West trade? Will 
Soviet investment priorities mean more 


jest : and i in which sectors? How will 













r irency trade? With the 
we r be prepared to borrow 
from the West to support an increase in imports? 
at will be the impact on | trade of the accident at 


nder the joint organisation of Girozentrale Vienna 
d The Economist, a distinguished group of politicians, 
‘industrialists, representatives of the financial community 
and other leading experts in East-West trade has been 

_... assembled to address these issues. 


< The conference will be of particular interest to 
mpanies actively involved ir in East-West trade, or 
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18 SURVEY HIGH TECHNOLOGY 


hours a day, but which is capable of being 
retooled in minutes rather than days, and 
able to turn out hundreds of different 
products instead of being dedicated to 
just one line. The difference between the 
best of traditional automation (for exam- 
ple, Toyota's Corolla line in Nagoya) and 
the best of new style CIM plants (for 
example, General Electric's household- 
appliance centre in Kentucky) is that the 
former automates just the flow of materi- 
al through the factory, while the latter 
automates the total flow of information 
needed for managing the enterprise— 
from ordering the materials to paying the 
wages and shipping the finished goods out 
of the front door. 

The aim of CIM is not simply to reduce 
the amount of direct labour involved in 
manufacturing a product (only 5-15% of 
the cost). The real savings come instead 
from applying strict computer and com- 
munications controls to slash the amount 
of waste (typically 30% of the cost) 
through having up-to-the-minute infor- 
mation on tool wear, while minimising 
the handling, management and overhead 
charges (rarely less than 40%) by know- 
ing precisely where items are at any 
instant during the manufacturing process. 
The net result is that a CIM factory has a 
much lower breakeven point than a highly 
automated conventional plant. The ma- 
jority of the CIM plants now onstream in 
the United States break even at half the 
level of a conventional plant (typically 65- 
70% of full capacity). And because it 
does not have to operate flat out from the 
start to be efficient, a CIM plant makes it 
easier and cheaper to launch new prod- 
ucts. That spells shorter life cycles—and 
hence more frequent (and more attrac- 
tive) model updates. 

That would be reason enough for enter- 
prising high-tech companies to invest in 
CIM. But a number of American corpora- 
tions are being encouraged for other, 
more strategic, reasons to integrate their 
computerised manufacturing processes. 
The Pentagon sees CIM as a nifty way of 
allowing manufacturing capacity to be 
sprinkled lightly across the land, instead 
of being concentrated heavily in targeted 
areas along the Ohio Valley, parts of 
Illinois and up through Michigan. 

The generals also see CIM plants—with 
their rapid response and flexible, make- 
anything nature—as handy standby ca- 
pacity ready to be instantly repro- 
grammed to meet the military surge of a 
national emergency. Apart from its costly 
military stockpiles, the Pentagon has to 
underwrite a good deal of redundant and 
idle capacity among America’s defence 
contractors. That is a political luxury it 
can no longer afford. 

Pressure from other parts of Washing- 
ton is also helping to usher high-tech 





Sv 
... to CIM 


manufacturing into American factories. 
To government gurus like Dr Bruce Mer- 
rifield, the attraction of these flexible 
manufacturing plants is that they are ideal 


not just for industrial giants like General 
Electric, Westinghouse or IBM, but even 
more so for the tens of thousands of tiny 
workshops across the country. While Ja- 
pan has two-thirds of its industrial output 
within the grasp of broad-based keiretsu 
manufacturing groups, American indus- 
try by contrast has always relied heavily 
on its 100,000 or so independent subcon- 
tracting firms. In metal working, for in- 
stance, 75% of the parts made in the 
United States are manufactured by small 
independent workshops in batches of 50 
or less. 

The American Commerce Department 
sees no antitrust reasons why smaller 
firms should not band together to share a 
flexible manufacturing centre, making 
spindles for washing machines one min- 
ute, wheel bearings the next, then switch- 
ing to precision mounts for a microscope 
maker, crankshafts for diesel engines, 
microwave cavities for radar equipment, 
nose-cones for missiles and so on. This 
would reduce the investment risk for the 
individual firms, while providing a higher 
return for the CIM plant as a whole. It 
could also help rebuild much of the indus- 
trial base of rustbowl America. 


Let the daisies grow 


Bureaucratic guidance is still no match for a fertile economy where anything 


can take root and flower 


Who, then, is better suited to life on the 
high road of technology—America or 
Japan? The answer is complicated by the 
way the two industrial superpowers have 
honed their separate skills in wholly sepa- 
rate ways (table 3). American technology 
is overwhelming in big systems, software, 
computing and aerospace. But nobody 
can touch Japan in the process technol- 
ogies that underlie conventional manu- 
facturing. American technology reaches 
out for the unknown; Japan’s bends down 
to tend the commonplace. 

The differences in style mirror the 
differences in ideals that the two peoples 
hold dear. The Japanese have a saying: 
“The nail that stands up will be ham- 
mered flat.” The Americans say: “Let the 
daisies grow.” So it is hardly surprising 
that American technology is individualis- 


tic, often erratic and always iconoclastic. 
Japan’s, if anything, is pragmatic, geared 
primarily to problem-solving and hustled 
along by a herd-instinct. 

To date, Japan's high-tech success has 
been almost exclusively with develop- 
ments that were predictable—like pack- 
ing more and more circuits into dynamic 
RAM chips, or making video recorders 
smarter and smaller. This is a result of 
having total mastery of the process tech- 
nologies. While all the basic break- 
throughs for making semiconductors— 
electron beam lithography, ion implanta- 
tion, plasma etching, etc—came from the 
United States, Japanese firms improved 
the ideas step by step until their equip- 
ment was a match for anything made 
abroad. 

By carrying out development continu- 


Table 3: Balance of forces 
strengths American strengths 

Applied research and development Basic research 
incremental improvements Breakthroughs and inventions 

ial ications Military app ica 
Process and production technology New pr design 
Components Systems integration 
Hardware are 
Predictable technologies Less predictable technologies 
Quality control New i j 
Miniaturisation New architectural designs 
Standardised, mass volume Customisation 


Source: ‘The Positive Sum Strategy’, National Academy Press, Washington DC, 1986 
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-technology has also tended 
ed for use mainly at home (for 
, telephone systems, motor cars). 
its smaller domestic market, Japa- 
iese technology has been forced to look 
farther afield. The Stanford economist, 
Ar Daniel Okimoto, makes the point that 

h Ja anese firms have excelled at 








: “camera entes); ately dees have o to 
do well in technologies for domestic use 
too. Some examples include gamma in- 

-o terferon and Interleukin H in pharmaceu- 

= ticals, digital switching and transmission 

in telecommunications. And with their 

_ breakthroughs in gallium arsenide semi- 

_ conductors, optoelectronics, supercera- 

“mics and composite materials, the Japa- 
nese have shown themselves selectively 
-capable of innovating at the frontier of 
knowledge as well as anyone. 

© -o On the whole, however; Japanese firms 

oS have been less successful with technol- 

-ogies that are inherently complex, not 

- particularly predictable and dependent 

-upon ideas springing from basic research. 

faking jet engines is one such technol- 

gy. Designing air-traffic-control radars 
is nother.. PE L computer aicea 







E Poat to serious prob- 
r- Japan's educational system. 
lapanese youngsters out-perform 
school children in all meaningful 
mathematics and science, their 
tresses rote learning rather than 
analysis and creative synthesis. At 
versity, their skills in problem-solving 
re enhanced at the expense of their 
ties to conceptualise. 

faculty members, Japanese academ- 
il servants unable to fraternise 
ants in industry during the 





“the 





















n. So Japan has none of 








search and commercial development that 
characterises MIT and Route 128, Stan- 
ford and Silicon Valley and a hundred 
other campuses across America. Also, 
because all the leading universities in 


Forget about America’s underground 
economy of do-it-yourselfers pushing 
hamburger carts, paint brushes and illicit 
drugs. Above the conventional econo- 
my, a star-spangled wealth launcher lift- 
ed off three or four years ago—to take 
advantage of the soaring power and 
plummeting cost of microchips, the 
breakup of the geriatric telephone mo- 
nopoly, the chimera of President Rea- 
gan’s space shield and, above all, the 
technological collision of computing, 
communications and office automation. 
Meet America’s exciting new airborne 
economy. 

The first thing to understand is that 
nobody is quite sure how well even 
America’s conventional economy is per- 
forming, let alone its underground or 
overground components. The only items 
reported properly seem to be imports 
and unemployment. The trouble is that 
the economy is changing so fast—from 
old-fangled businesses based on metal 
bashing and carting things around to 
new-fangled ones that massage, transmit 
and memorise scraps of information. 
What is for sure, the leading economic 
indicators—those monthly headlines 

| that send shockwaves around the world’s 

financial markets—seriously underesti- 

| mate some of the most important growth 
sectors within the United States. 

Because the statistics have not kept 
pace with the way American business is 
becoming internationalised, computer- 
ised and more service-oriented, the pic- 
ture the statisticians paint depicts an 
economic landscape of a decade or two 
ago. Here are some examples of lagging 
statistical response: 

@ Companies are classified by industrial 
sectors using definitions last updated in 
1972. 

@ Twenty years after computers swept 
manual accounting into the dustbin, the 
first price index for computers has just 
been introduced—and is still incom- 
plete. Where America’s computing costs 
have been assumed to be fixed, hence- 
forth they will be deemed to fall (as they 
have actually been doing) by at least 
14% a year—adding nearly P% to GNP. 
@ An archaic processing system for log- 
ging foreign trade, confronted with a 
90% increase in imports over the past 
decade, is ignoring America’s growth in 
foreign sales. A significant proportion 
(some say 15-20%) of American exports 
now goes unreported. 

@ Measures of family income, designed 
in an age when welfare was a dirty word, 
omit non-cash components such as com- 


cross-fertilisation between basic re- Japan are state-owne: 


Lift-off for the airborne economy 












a conservative central bureat 
difficult to allocate grants: 
view) to the most deserving 
rather than the most senior. > 
In the days when Japan could 






















pany fringe benefits for professi w; 
(pension rights, deferred income 
health and life insurance, etc) 
kind government assistance for the 4 po 20) 
(food stamps, rent subsidies, etc). 
@ Poverty is still defined by consti ) 
tion patterns of the mid-1950s, whe 
family of three spent a third of its inc 
on food. The same food basket tod 
costs a fifth the equivalent famil 
income. is 
Don’t snigger. Despite budge 
cuts, the American statistical : 
still one of the best in the world. Its on 
real weakness is that—employmen 
ures aside—the statistics used for dete 
mining, say, GNP or growth tend to be by: 
products of non-statistical agencies (such 
as the Internal Revenue Service, th 
Customs Service, Medicare and the De. 
partment of Agriculture). As such, they 
are far from being as clean, complete or 
timely as the experts would like. ote 
Consider some recent anomalies: ~ 
caused by the quickening pace of techno». 
logical change. With 70% of Americans: 
being employed in the service sector, 
you might be tempted to categorise the 
United States as essentially a service- 
based economy. It is. But you would not 
think so from the Standard Industrial 
Classification (SIC) used in generating ` 
the input-output tables for measuring — 
GNP. This has 140 three-digit codes for — 
manufacturing firms, only 66 for sere 
vices. Moreover, since the sic system” 
was last revised in 1972, whole new — 
business activities (for example, video- 
rental, computer retailing, software re- 
tailing, discount broking, factory-owned. 
retail outlets) have sprung up, while 
others have withered away. 
Nuts and bolts, for instance, are in ar 
sic category all of their own, employin 
grand total of just 46,000 people. Env 
lope makers, again with their own. s 
category, provide fewer than 25,000 
jobs. Yet one sic code in the service 
sector alone, general medical and surgi- 
cal hospitals, now covers some 
people. Lots of high-tech service 
nesses—including computer stores* and 
software publishers and manufactur: 
ers—do not even qualify. for their own 
SIC codes yet. 
There is no reason why all sic catego- 
ries should be the same size. But the y 
imbalance exaggerates the impor 
traditional manufacturing at tl 
of services in the American. 
Above all, it allows whole 
America’s booming high-tech scono 
to go ES Pence o 






































































































A glimpse or two at the future will dispel 
any doubts about Yankee ingenuity as it 
probes the limits of tomorrow's technol- 
ogy. First, to Silicon Valley where Mr 
Alan Kay, refugee from such technologi- 
_ cal hotbeds as DARPA, Stanford, Xerox 
PARC and ‘Atari, is nowadays visionary- 
at-large at Apple Computer. Building on 
the learning theories of John Dewey and 
Jean Piaget, Mr Kay i is trying to create a 
‘fantasy amplifier’—a computer with 
‘enough power to outrace the user's 
“senses, enough memory to store library 
ads of reference material, and enough 
ver software to couple man’s natural 
sire for exploring fantasies with his 
it nate ability to learn from experiment. 
Phe: concept, called “Dynabook”, 
ombines the seductive power of both a 
deo game and a graffiti artist's spray- 
with the cultural resources of a 
ibrary, museum, art gallery and concert 
ll combined. Difficult to make? You 
specially if the whole gizmo has to 
yá package no bigger than a notepad 
be cheap enough for every schoolkid 
to own. 

-Smalltalk is the computer Puen: Mr 


dustrial heights with foreign licences, 
homegrown development and production 
ccellence, the inadequacies of its educa- 
tional system and academic research 
hardly mattered. But such shortcomings 
are becoming increasingly a problem as 
high-tech competition intensifies. _ 

: Nor can n Japan call on its little firms to 


a ; a. J ‘ven ne a RA 
d corporations rarely get a chance to 


shnological diffusion between small 
a> and ad P and be- 








eS for innovation in the United Se 
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Kay has developed to allow kids to i 


converse with the fantasy amplifier. The 
rest of the ingredients are all technologi- 
cally imaginable, just prohibitively ex- 
pensive and unwieldy for the time being. 
But a decade ago the first personal 
computer was just being built at consid- 
erable expense. Its functional equivalent 
today costs less than $50. Still only in his 
mid-40s, Mr Kay has ample time to put a 
Dynabook in the hands of millions of 
youngsters with open minds and a sense 
of wonder still intact. 

Next, meet Mr Ted Nelson, gadfly, 
prophet and self-confessed computer 
crackpot, with a lifetime's obsession 
wrapped up in an enormous program 
called (after Coleridge’s unfinished 
poem) Xanadu. Boon or boondoggle, 
nobody is quite sure. But the giant piece 
of software for steering one’s own 
thought processes (including alternative 
paths, mental backtracks and intellectual 
leaps) is hardly lacking in ambition or 
vision. 

Conceived originally by Mr Nelson 
while a student at Harvard as simply a 
note- bal a. program for idles his 


side the big corporations. Since 1978, 
American equity markets have raised $8 
billion for start-ups in electronics alone 
and a further $3.3 billion for new biotech 
companies. Over the same period, Ja- 
pan’s venture-capita] investments in high- 
tech have totalled just $100m. 

Lacking all these things, the Japanese 
have sought a substitute. This is one of 
the main reasons for MITI’s special em- 
phasis on collaborative research pro- 
jects—as in VLSI or fifth-generation com- 
puters. To Mr Gary Saxonhouse of the 
University of Michigan, Japan's lauded 
industrial policies are little more than a 
substitute for the ingredients that Ameri- 
can companies enjoy from their vibrant 
capital and labour markets. 


As for MIT's infamous industrial tar- 


geting, many Japanese (as well as foreign- 
ers) have long doubted its effectiveness 
and believe it is now wholly inappropriate 
anyway. All technologies have started 
moving simply too fast to wait upon the 
whim of bickering bureaucrats. It is not as 
though Japanese civil servants. have 
shown themselves any better at picking 
industrial winners than officials else- 
where; and none has bettered the invisi- 
ble hand of the marketplace. 

Apart from possessing vastly greater 
resources of well-trained brains, more 


diverse and flexible forms of finance, and. |. 
a bigger and more acquisitive domestic | 


| showing. backtracks, ene 


royalties to every other author cited. 


















































and jumps to cross-referenc 
ments; manipulating the text; publishin: 
the results; and logging a share of the 


Every document in Xanadu’s database 
has links to its intellectual antecedents 
and to others covering related topics. 
The linked references work like foot- 
notes, except that Xanadu offers an 
electronic “window” through which they 
can be accessed there and then. Because 
the whole process works in a non-se- 
quential way, or r calls the out- 
put “hypertex | | 

a|; i 













when anybody ĉi 
wants—from: recipes to a research pap 
sonnets to songs—and put it into a 
du’s database and quote or cite anybod' 
else. Royalties and sub-royalties, moni- 
tored automatically by the host comput- 
er, would be paid according to the 
amount of time a user was on-line and 
reading a specific document. It sounds 
pretty wild at the moment, but hypertext 
could be commonplace before the cen- 
tury is out. : 





High-tech ees tend to have two 
things in common: they: fall in price 
rapidly as production builds up (they 
possess steep learning curves) and they 
get replaced fairly frequently (they: have. 
short life cycles). The trendin high- -techi is: 
towards things becoming steeper’ and 
shorter. So the competitive advantage of 
being first to market is going increasingly 
to outweigh almost everything else. 

This spells an end to the traditional 
low-risk, low-cost rapa that. J sie No 









ume and Da pri e he i 
primed the market. Henceforth, J apa- — 
nese firms are going to have to take the _ 
same technological risks—and pay the- 
same financial penalties—as everyone 
else. And that puts the advantage decid- 
edly on the side of Yankee ingenuity: 


market, America has one final, decisive 4. 


_ factor moving in its favour—the pace of — 
- innovation itself. K 
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O The Challenge of Private 


Pension Funds 


Present trends and future developments in 
industrialised countries. 


Inthe USA and UK the pension funds play a 
major role on capital markets, now being 
extended on to the global scene. But private 
pension provision is due to expand in all 
OECD countries as old age dependency 
ratios soar into the next century. Will the 
funds begin to play the same role in 
continental Europe and Japan? This report, 
based on an international conference held 
this spring, considers current and future 
strategies. 

No. 1058 Price: UK & Europe £45; N. America 
US$73; Rest of World £48 

Published August 1986 


The Future of the Building 
Societies 


Their strategies and prospects to the year 
2000 


How many building societies will be banks by 
the year 2000? This report surveys the 
societies own expectations of their structure 
and priorities after mid 1987, when their new 
freedoms to compete in financial markets 
come into force. Their plans to enlarge their 
services are examined in the light of the 
customers, the costs and the competition 
The third in a new series of reports from the 
publishers of Crawford's City Connections 
No. 1057 73 Pages Price: UK & Europe £90; 
N. America US$140; Rest of World £93 
Published July 1986 


C Innovation in the US Mortgage 


Market to 1990 


The US mortgage market has changed 
dramatically in the past decade — and its 
innovations are now spreading abroad 
This report, written by a New York expert, 
analyses and forecasts the growth of the 
secondary mortgage, the spread of 
securitisation, the rise — and fall — of 
adjustable rate mortgages, the prospects for 
electronic mortgage networks, and the US 
market's burgeoning international links. 
No. 1051 Price: UK & Europe £130; 

N. America US$200; Rest of World £133 
Published June 1986 


Going Public 


A Report on the Markets in Unlisted 
Securities 


This study compares the attractions of the 
USM and OTC for companies and investors 
Itlooks at their relative performances against 
the official list, estimates the pool of potential 
high fliers and the hidden costs of flotation. 
No. 224 89 pages Price: UK & Europe £95; 
N. America US$175; Rest of World £98 
Published November 1985 


All Change in the City 


How big will the Big Bang be? This report 
analyses the changes in the financial markets 
that are taking place in London against the 
background of the City’s infrastructure, and 
considers the implications for competition, 
Stability and growth. 

No. 222 101 pages Price: UK & Europe £75; 
N. America US$140; Rest of World £78 
Published November 1985 
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FINANCIAL COUNTRY STUDIES COMPUTING 


The New Caribbean Deal 
The Next Five Years 


President Reagan's Caribbean Basin 
Initiative was conceived as a means of 
forestalling an increase in socio-political 
tension by creating a much needed new 
stimulus for growth. This report studies the 
new growth prospects of 16 Caribbean 
countries. 

No. 240 111 pages Price: UK & Europe £95; 
N. American US$ 180; Rest of World £98 
Published March 1986 


South Africa to 1990 


Growing to Survive 


Can the economy be expanded fast enough 
to defuse unrest in South Africa? How far will 
international sanctions inhibit trade? 

This report takes a dispassionate look at the 
country’s prospects, and includes a detailed 
five year economic forecast in the context of 
likely political developments for the rest of 
the 1980s 

No. 239 121 pages Price: UK & Europe £95; 
N. America UK$180; Rest of World £98 
Published March 1986 


Portugal to 1990 


The Challenge of Modernisation 


Portugal has been characterised by 
economic crises and erratic growth for the 
past decade. Can it now settle down to more 
stable growth, and attract an increasing 
share of foreign investment? Entry into the 
EC and recent financial liberalisation 
symbolise a new future. But deep economic 
problems remain, not least a heavy debt 
burden. This report assesses how far the 
current liberalisation trend will go, and 
presents a detailed forecast for the next five 
years. 

No, 237 114 pages Price: UK & Europe £95; 
N. America US$180; Rest of World £98 
Published April 1986 


RETAILING 


O Retailing in Britain 


Volume One — Sector Analysis and Prospects 
Volume Two — Company Profiles 


Bids, deals, takeovers and new alignments 
among the major companies are constantly 
changing the face of British retailing. This 
report forms an excellent framework within 
which these events can be assessed. Volume 
One examines and analyses 25 retail 
sectors; cross references major companies 
with the trade sectors they serve; gives short 
term turnover forecasts, and analyses trends 
to the 1990s. Volume Two contains 200 
company profiles. 

No. 1056 Price: UK & Europe £295; 

N. America US$530; Rest of World £298 
Published July 1986 
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O Budgeting 
A practical guide to budget modelling with 
personal computers. The application of three 
different software packages (Supercalc3, 
Logistix and Report Manager) is explained 
step by step. Budgeting techniques and 
innovations, such as Continuous Business 
Forecasting (CBF) are discussed. Different 
software is reviewed critically. 
No. 247 105 pages Price: UK & Europe £55; 
N. America US$105; Rest of World £58. 
Disk with model available for: 
| |Supercaic3 [_|Logistix {| Report Manager 
Prices: 1 model £35 (US$65); 2 models £45 
(US$80): 3 models £50 (US$90) (plus VAT in UR only) 


O Management Accounting 
Reports 


Guides the non-technical manager through 

the process of using and applying a model to 
produce flexible accounting reports. 

No.233 73 pages Price: UK & Europe £55; 

N. America US$105; Rest of World £58 

Disk with model available for IBM compatible 
machine[|Symphony [ ]Framework| |Smart 
Price (plus VAT in UK only) 1 model £35 
(US$65); 2 models £45 (US$80);3 models 

£50 (US$90) Published January 1986 


O Cash Flow Forecasting 


Guides the non-technical businessman 
through the process of building a model to 
analyse and project the cash flow of his 
business. Complete with software, the report 
is acomprehensive package with which the 
effects of cost fluctuations, investment 
options and returns can be examined. 

No. 211 97 pages Price: UK & Europe £55; 

N. America US$105; Rest of World £58 

Disk with model available for IBM compatible 
machine [_|Lotus1-2-3[ | Viplan[ |Micro-FCS 
Prices (plus VAT in UK only) 1 model £35 
(USS65); 2 models £45 (US$80); 3 models 
£50 (US$90) 


All prices include Airmail postage 


To order please check the boxes by the titles, complete 
the address details below and send the whole page to: 
The Economist Publications Limited 
40 Duke Street London W1A 1DW 
Friedrichstrasse 34 
6000 Frankfurt am Main 1 West Germany 


10 Rocketeller Plaza 
New York, NY 10020 


i 


Name 
Address 


i enclose a cheque for — 

Payabie to The Economist Publications Limited 

Please charge my [| American Express [ ] Visa Card 
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Signature 
Expiry Date 





[_] Please invoice me EMED 


Registered office 25 St. James's Street, London SWIA IHG. England 
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Minolta zoom copying 
comes into full bloom. 
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MINOLTA ADVANCES ZOOMING 


EP4/0 


eè With Triple Poper Stacker, Automatic Document Feeder and 20-Bin Sorter options installed 
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Minolta EP470Z. 
The full potential of zoom 


With the advent of the new Minolta EP470Z, zoom copying 


has entered a new, more-automated era. An expanded 1031-step 


zoom range (X0.610-1.640) now permits the enlargement of 
documents as small as B5 to as large as A3 and the reduction of 
documents as large as A3 to as small as B5 in a single time- 
saving step. 

Beyond its expansive zoom range, the EP470Z is extremely 
innovative. Book Copy, for example, allows the simultaneous 
copying of both left- and right-hand pages of an open book on 
two separate sheets of paper, reducing tiresome page 
repositioning by half. 

Margin making, too, has been fully automated. EP470Z 
Image Shift makes margins simultaneously as you copy. Choose 
from 5-, 10- or 15-millimeter widths, perfect for hole-punching 
and subsequent filing. For documents with too little space for a 
margin, the copy’s image can be reduced to an appropriate size at 
the touch of a key. 

Minolta has also greatly simplified the copying of 
documents on both sides with a Multiple Sheet Bypass that 
automatically feeds up to 20 sheets of paper. Another feature, 
Anamorphic Zooming, can make you more creative. And a range 
of exciting new options improve EP470Z efficiency still further; 
a Triple Paper Stacker, for example, simplifies the handling of 
paper in multiple sizes, and a 2000-sheet Large Capacity 
Cassette meets high-volume copying needs. 

Above all, you can depend upon the improved Minolta 
Micro-Toning System to provide copies with the same superior 
copy quality—even when enlarging or reducing—that Minolta 
users worldwide have come to rely upon. In addition to the 
EP470Z, there’s an entire family of other diversely-equipped 
Minolta zoom copiers to choose from; one to fit virtually every 
business application. Raise your productivity; visit your nearest 
Minolta dealer soon and start zooming the Minolta way. 





EP350Z EP450Z EP550Z EP650Z 





See Minolta Copiers at: 

Bonglodesh Brothers International Lid. National Scouts Bhaban, inner Circular Road, Kakrail Dhoka, Philippines 
G.P.O. Box 767 Phone: 400042, 404929 

Hong Kong nes by: es Ltd. Room 208, 2/F , Eastern Centre, 1065 King’s Road, Quarry Bay Singapore 

ne: 5-658181 

india Methodex Systems Pvt Lid. 607-8 Meghdoot 94 Nehru Ploce, New Delhi 110019 Taiwan 
Phone: 6432475, 6432476 

indonesio P.T. Perdono Nirwana Abodi Co. 89 J! Bungur Besar, Jakarta Pusat 10620 Thailand 
Phone: 418809 (10 lines) 

Moloysia City Marketing Sdn. Bhd. Wisma Cestel, No. 4, Jalan Kilang (51/206), 46050 Petaling Australia 
Jayo, Selangor Phone: 03-7921033 (10 lines) 

Pakistan Allied Equipment Ltd. First Floor, Nelson Chambers, 1.1. Chundrigar Rood, New Zealand 


G.P.O. Box 680, Karochi-1 Phone: 219338, 710146 


copying realized. 





Book Copy 





Image Shift 





Both-Side Copying 





MINOUA 


MINOLTA CAMERA CO. LTD. Business Equipment Operations, 30, 2-Chome. Azuchi-Mochi. Higoshi-Ku, Osoko, 541, Japon 


Topros inc Topros Bldg., Banawe cor. Atok Sts Quezon City, Metro Manila 
Phone: 732-14-21, 711-41-13, 711-41-15, 711-41-83, 71-41-85, 711-41-87 

Minolta Singapore (PTE) Ltd. 10, Tebon Gardens Crescent, Singapore 2260 
Phone: 663-5533 

Santa Office Machines Corp 11 Fi, 75, Sec. 4, Nanking E Rood. Toipei 
Phone: 715-500) 

Technical Supply Co. Lid. 1808-1812 Kasemrat Rood, conatcey: Bangkok 100 
Phone: 249-0199, 249-0294, 249-0092, 249-0359, 249-0345 
Océ-Austratia Lid. P.O. Box 196, 89 Tulip St., Cheltenham, Melb. 3192 
Phone: 584-101) 

Viko Holdings Lid. 33 Broadway, Newmorket, P 0. Box 220, Auckiond | 
Phone: 505-449 
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technology 


international 
Flanders Technology International -FTI. The in rna 10na 


fair where micro-electronics, biotechnology and , 
new materials come together and combine into International trade fair 
Successful business opportunities for new technologies 


FTI also features a series of seminars, a 
Research Center and a Technology Transfer 1 9 8 
Center 

FTI : the third edition. A trade fair which ee ee eee 
moves into third gear. All is set to improve upon g Please send me the Flanders Technology s 
the exceptional success rate of the 1985 International 1987 brochure. 


edition, which brought together 800 exhibitors i Name 
from 40 different countries and welcomed 
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seen 204,000 visitors. The highly efficient J Function 
es Technology Transfer Center averaged 400 j Company 
as business contacts per participant 
| ie FTI : an ideal launching pad for the j Area of activities 
aani development, the marketing and the Address 
implementation of new products and new ideas l 


FTI : from May 11 to May 17, 1987, in Ghent 


Write it in your agenda now. Or make sure your Flanders Expo c/o Internationale Jaarbeurs van Vlaanderen, 
computer remembers. But above all : be there į Internationaal Congrescentrum, B-9000 Gent, Belgium 


Sa 
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Remember life before oil? 


Margaret Thatcher's greatest stroke of 
good fortune may, in retrospect, turn out 
to be the fact that her government has 
coincided with six successive years of 
current-account surplus—the effect of 

orth Sea oil, and the longest continuous 

riod since the 1920s. Next year the 
current account will probably be in deficit 
again. And next month the fall in the oil 
price will at last show up in government 
tax revenues. 

In 1985, Britain earned a surplus of 
£8.2 billion from its foreign trade in oil; in 
the first half of 1986, that surplus shrank 
to an annual rate of £5.5 billion. Unless 
oil prices rebound sharply, it will fall 
further in the second half because the full 
impact of cheaper oil is only just feeding 
through. North Sea oil fetched an average 
price of $17.50 a barrel in the six months 
to June, compared with the current spot 
price of around $14 a barrel. 

For 1986 as a whole, oil’s trade surplus 
is expected almost to halve to £44 billion, 
slipping further to maybe £3} billion next 
year. That on its own would be enough to 
wipe out last year's current-account sur- 
plus of £3.8 billion. But things look even 
vorse: the non-oil deficit widened to 
-11.4 billion (at an annual rate) in the 
first half of the year from £10.2 billion in 
1985 as a whole. The volume of non-oil 
exports has remained flat over the past 
year, while imports rose by 3%. Consum- 
ers are spending a large slice of their 
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Britain slips back into deficit 


Mi Manufacturing trade 900 
bn Value ofexportsas % 
% of imports 


fatter pay packets on foreign goods: im- 
ports of consumer goods other than cars 
have jumped 12% by volume during the 
past year. 

Oil’s lasting legacy is Britain’s £80 
billion-worth of foreign investments. 
They produce an income which this year 
should exceed net oil revenues. Last year 
Britain’s net invisible earnings of £5.7 
billion were the largest of the big industri- 
al countries. This year’s invisibles, boost- 
ed by a rebate from the EEC and a fall in 
the profits remitted abroad by foreign oil 
companies operating in the North Sea, 
will prevent the current account from 
sliding into deficit. But not next year: 
most City economists expect a deficit of 
around £2 billion in 1987. 

If non-oil exports are to fill the gap left 
by lower oil revenues, the real exchange 
rate has to fall. If Britain’s unit labour 
costs continue to outpace those of its 
trading partners by 5% a year, then the 
only way to get a real devaluation is for 
the pound to fall sharply. It is now 9% 
down on its average 1985 level—which 
will help lift exports next year, but not by 
enough to compensate for lower oil reve- 
nues. On most calculations the pound 
needs to fall another 3% to bring the 
current account back towards balance. 

Even if manufacturers achieve a per- 
manent improvement in their cost com- 
petitiveness, that may not by itself be 
enough to reverse the deterioration in 
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Britain's trade balance in manufacturing. 
The weakness began long before the rise 
in sterling which accompanied North Sea 
oil. In the 1950s, exports of manufactures 
were three times bigger than imports; by 
the early 1970s the surplus had already 
virtually vanished (see chart). 

A recent analysis by the Henley Centre 
for Forecasting argues that price competi- 
tiveness is not the main factor explaining 
the loss of Britain’s export markets. The 
Henley research suggests that exports are 
relatively insensitive to price movements: 
a 1% improvement in price competitive- 
ness increases the volume of exports by 
only 0.4% . Moreover, with relative prices 
unchanged, a 1% expansion in world 
trade increases British exports by only 
0.5%. In other words, even if manufac- 
turers maintain their competitiveness, 
their share of world markets will shrink. 

The Centre blames factors such as poor 
quality and the concentration of exports 
on low-value, slow-growing markets. The 
European Management Forum agrees, In 
its annual survey of international compet- 
itiveness, measured in terms of perfor- 
mance as well as price, Britain has slipped 
into 15th place out of 22 countries. The 
report argues that Britain’s concentration 
on low-value products will bring manu- 
facturers more and more into competition 
with low-wage third-world producers. 

What about Britain’s other deficit? In 
presenting his budget in March, as oil 
prices tumbled, Mr Lawson displayed 
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£11.5 billion last year to £6 billion in 1986- 
87 and £4 billion in 1987-88, he still 
managed to produce tax cuts of £1 billion 
in real terms for this year, and the prom- 
ise of at least £2 billion next—all without 
increasing his targets for the public-sector 
borrowing requirement (PSBR). Mr Law- 
ms fax-cutting plans were partly saved 
y more. buoyant non-oil revenues—the 
esult of faster increases in wages and 
rofits. But -his main trick was to more- 
nan-double the amount he intends to 
se e throug y belling o off a assets. 














































i Ee andl Se Then the 
ernment will probably have to pay a 
ebat of as much as £1 billion back to the 
il companies. 

<Mr Lawson based his sums for this 
year’s budget on an average oil price of 
$15 a barrel (see chart on previous page). 
‘So far in this financial year, prices have 
averaged $12.50 a barrel. As a rule of 
thumb, every $1-a-barrel drop in the price 
-Of oil reduces revenues by £500m in a full 
year. Even if he keeps a firm grip on 
expenditure next year, Mr Lawson could 
find himself with £1 billion less to give 
“away in income-tax cuts—or forced to 
ncrease the PSBR. 








No secret 


1e British government is belatedly try- 
g to avoid yet another spy scandal. This 
me the perpetrator is MIS’s one-time 
ole-catcher, Mr Peter Wright, whose 
velatory memoirs are due to be pub- 
ied later this year in Australia. On July 
t, a member of Parliament, Mr Dale 
Campbell-Savours, used parliamentary 
privilege to reveal that the book accused 
the security service, among other things, 
of burglary, the bugging of friendly em- 
assies and Lancaster House confer- 
ces, opening diplomatic bags, plotting 
assassinate President Nasser of Egypt 
scheming against the former Labour 














has also stated on television his conviction 
at the head of Miš from 1956 to 1865, Sir 
Pe r Hollis, was a Russian | DY: 


forecast a decline in. “oil revenues from 


rime minister, Lord Wilson. Mr Wright 


-primé minister’ $ ‘Reeurity “adviser in 
an uncomfortable position. To leave Mr 
Wright's book unchallenged might have 
given credence to his allegations and, 
worse, implied a guarantee of immunity 
for any dissatisfied spy who emigrates and 
spills the beans for personal gain. Mr 
Wright, who lives in Tasmania, is outside 
the jurisdiction of the Official Secrets 
Act. The security services have a horror 
of suffering the scrutiny by memoir which 
afflicted the CIA in the 1970s. Another 
former. officer, Ms Cathy Massiter, has 
already revealed illegal activities similar 
to those catalogued by Mr Wright. 

Sir Robert accordingly obtained in- 
junctions in the British courts against two 
newspapers, the Guardian and the Ob- 
server, preventing them republishing ma- 
terial from Mr Wright's book. He also 
took action in the Australian courts 
against the book itself, on the grounds 
that it is against Australia’s interest for 
































in Australia ana the « case has a cordingly 
been postponed to November 17th. Un- 
fortunately, in order to avoid being cross- 
examined on the veracity of Mr Wright’s 
charges, Sir Robert has been forced to 
assume their truthfulness “for the pur- 
pose of these proceedings and not other- 
wise”. He cannot stop MPs from repeating 
the revelations in the House of Commons 
nor newspapers from reporting parlia- 
mentary speeches. 

Poor Sir Robert is thus in the position 
of giving another two. months of world- 
wide currency to precisely the accusations 
he wishes to suppress and of maintaining 
a highly partial censorship, in Britain, of 
material which he- has. felt 
accept as “true” in Australi 
allegations are now public knowle 
best hope is to deter other security 
cers from showing similar enterprise. 









The fun way to create jobs — 


Notting Hill has been the testbed for many of this century’s social reforms. 
it may now prove that urban revival can happen because of, not in spite of, 


the existing community 


A million or so revellers will take part in 
the August carnival in Notting Hill, 
north-west London: the biggest event 
run by Britain’s black community each 
year. They may be having too much fun 
to notice that they are passing through 
one of Europe’s most peculiar urban 
villages. Notting Hill—not fancifully 
named, since parts- of it are indeed 
elevated some 50-100 feet above the flat 
plain to their west—stretches from the 
supermarkets and estate agents of Not- 
ting Hill Gate, through the thronging 
Portobello street market. the elegant 
crescents of the Ladbroke estate and the 
centre of black social life in the All Saints 
Road. up to the old industrial area where 
Mr Richard Branson's Virgin group has 
its headquarters. 

The place is made of incongruilties. 
Notting Hill has many of the social and 
economic problems of an inner-city area. 
Yet it forms part of the Tory-controlled 
Royal Borough of Kensington & Chel- 
sea, one of the richest municipalities in 
Europe. and the same borough which 
contains Kensington Palace and Har- 
rods. This oddity is one of the factors 
giving Notting Hill—or North Kensing- 
ton. the less romantic name of the area— 
a good chance of achieving an unconven- 
tional form of urban regeneration. 

Estate agents have been describing 
Notting Hill as up-and-coming for years, 
Smart cars compete for parking spaces in 
the leafy southern parts named after the 
aristocrats—Elgin, Lansdowne, 
broke-—-who built them before the com 


ment of the Portobello market lowered 
the tone in the late nineteenth century. It 
has taken longer for London's young | 
professionals to colonise the area's 
northern reaches, but in the tittle mews 
enclaves along the length of the Porto- 
bello Road—some sheltered from the 
area's unpredictable nightlife by unwel- 
coming gates—two-bedroomed houses 
are now selling for over £100,000. 

The next stage looks inevitable: gen- 
trification will continue, with white resi- 
dents worried about. their pi 
ues campaigning for toug 
smarter streets and, event ally. jr 
to the carnival. If they win, on the 
young blacks are driven out to bleaker 
parts of town, Notting Hill will become 
another bland residential area. 

Notting Hill is ideally suited to prove 
that there is an alternative. First, its 
multiracial history goes back a long way. 
Before the All Saints Road became a 
little Caribbean island, many of its shops 
were run by Jews. Today's black and 
brown residents (9.2% of the people of 
North Kensington | in Si came from the 

weal $ 










with. many Irish (6%) and assorted conti- 
nental. ‘Europeans (9.4%). Because the 
area has BOs teow’ ie bit the estates... | 













struction of the railway and the develop- -F oak 


At the root of the trouble is the recent 
collapse in credibility of the traditional 
weapon against leaks, the Official Secrets 
Act of 1911. By treating every act of 
government as secret, the government 
has rendered the law virtually inoperable. 
Ministers fear it may be hard to get jury 
convictions even in blatant breaches of 
confidentiality, whenever a former civil 
servant offers a public-interest defence. 
Allegations of criminal conduct on the 
part of government might be considered a 
prime matter of public interest. 

The security service itself has long 
been split over whether prosecution or 
discreet dismissal is the best way of 
dealing with officers guilty of treason or 
other misbehaviour. A joint MIS/MI6 
group was set up after the Burgess, Ma- 
clean and Philby defections to unearth 
further moles. The group is known to 

been divided over the granting of 
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Jollier than gentrification 


be settled by black immigrants in the 
1950s. The black population has declined 
(by a third between 1971 and 1981), but 
so has the population of other colours. 
The black vote is still big enough to 
influence politics. Kensington’s Tory MP, 
Sir Brandon Rhys-Williams, has said he 
might call for the legalisation of canna- 
bis. He may have been influenced by the 
fact that his Labour rival, Mr Ben Bous- 
quet, is black. 

The long history of black settlement 
has helped develop a community leader- 
ship that is both more inventive and 
more trusted by young blacks than is 
common elsewhere. The Mangrove com- 
munity association, under its benefactor, 
the amiable Mr Frank Crichlow, has 
established tolerable relations with the 
police, and kept its young bloods more 
or less under control. Mr Crichlow has 
also taken care to nurture a future gener- 
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spies and suspects, notably Sir Anthony 
Blunt, at the time when Sir Roger was 
head of Mis. One side felt it best not to 
undermine secret-service morale with 
public show-trials of Russian agents; the 
other that only vigorous prosecution 
would restore public confidence. 

Sir Roger was rejected twice before 
being admitted to M15. He is believed to 
have liaised with a woman Comintern 
agent in Shanghai and continued this 
contact when she moved to near MIS5’s 
wartime base at Blenheim. He was inves- 
tigated and cleared, then reinvestigated 
in 1974 by Lord Trend. The view was that 
“none of the relevant leads identified Sir 
Roger as an agent” of Russia and that the 
presumption had to be of innocence. 
However, some senior officials then and 
since regarded this conclusion as largely 
dictated by a political desire to avoid any 
further public washing of dirty linen. 

Lord Trend's findings formed the basis 


ation of black leaders. 

In one respect, the Mangrove has 
drawn strength from its unusual position 
as part of a Tory borough. Labour coun- 
cillors would want to patronise it. But it 
has been able to maintain its indepen- 
dence by receiving no money from gov- 
ernment or council—although the coun- 
cil has taken over part of the financing of 
both the carnival and the nearby Taber- 
nacle community centre from the now- 
defunct Greater London Council. 

The other curiosity of Notting Hill's 
history is the fact that many of the 
problems it shares with other inner-city 
areas came there first. It was in North 
Kensington that the property specula- 
tion of Peter Rachman was concentrat- 
ed; because of the ensuing homelessness, 
it became Britain’s first housing-action 
area in 1975. The enduring result is an 
unusually strong network of housing as- 
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of a statement on Hollis by Mrs Thatcher 
in 1981. She studiously reported Lord 
Trend’s view and did not offer any per- 
sonal endorsement. She, too, doubtless 
hoped the whole business would go away. 
She was wrong. Once again there were 
calls this week for the Security Commis- 
sion to investigate both the Hollis affair 
and the allegations of illegality, and for 
Sir Robert Armstrong to be given the 
support of an effective, more circum- 
scribed, official secrets act. 


Trade unions 


A fuss and a fix 





Ever since the government’s trade union 
laws were introduced, the Labour party 
has been trying to decide what to replace 
them with. Now, just in time for the 
annual conference of the Trades Union 


23.2% of North 
were owned by 
in some areas, it 


sociations. In 1981, 
Kensington’s homes 
housing associations; 
was 30-40%. 

The biggest association, the Notting 
Hill housing trust, is now boldly turning 
its attention to the All Saints Road. That 
provoked some initial resentment, but 
many All Saints blacks have now wel- 
comed the changes, and are prepared to 
take part in them. Several of the road's 
long-empty shops have opened up under 
local proprietorship. The old Apollo 
pub, closed down after successive drugs 
raids and fights, has been revamped as 
workshops, in which the Mangrove is to 
base two of its own Community Pro- 
gramme schemes, making videos and 
radio programmes. 

Notting Hill's vigorous black commu- 
nity could eventually be its selling point. 
Traditional white businesses will not be 
able to compete with the Portobello 
market, which was at least partly respon- 
sible for the closure of the Jewish-owned 
food stores in the All Saints Road. But 
black businesses could create a distinc- 
tively Afro-Caribbean shopping centre, 
selling goods of better quality than the 
cannabis peddled there now. The Man- 
grove restaurant, which became a fash- 
ionable Bohemian haunt before it closed 
in the mid-1970s, is shortly to re-open. 

Notting Hill's greatest advantage is the 
carnival itself. Its influence lasts far be- 
yond one long weekend; it has sprouted 
employment schemes making costumes, 
and performers talented enough to com- 
pete nationally. The carnival’s organ- 
isers and participants are now more self- 
confident, and more competent, than 
ever before. Of course there will be a 
mess to clear up; and a bref surge in 
crime. But those who want to end the 
event of which Notting Hill, in its many 
colours, has the most reason to be proud 
are doing the area a great disfavour. 
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Traditional Todd 


Congress (TUC) at the beginning of next 


_ month, the unions have given the party a 
_ helping hand, by avoiding an embarrass- 


ing defeat on the question of pre-strike 


= ballots. 


The 1984 Trade Union Act allows em- 
ployers to take unions to court if they call 
their members out on strike without bal- 
loting them first. Labour is committed to 
scrapping this, along with the rest of the 
Tories’ union laws. Instead, a joint La- 
bour-TUC document suggests that unions 
should be forced to write ballots into their 


= rule books; and that their trade-union 
members, rather than employers, should 
be allowed to take them to court (or 


perhaps to a tribunal) when unions fail to 
call them. 


Local death 


Meningitis is a rare disease: a Briton is 
more likely to die through falling off a 
mountain or high building than to suc- 
cumb to meningitis. But it can terrify a 
community, as it is now doing in parts of 
Stroud in Gloucestershire, and possibly 
soon in other places. This is because it 
strikes unpredictably, can kill small chil- 
dren and teenagers quickly, and takes 
hold in mysterious ways. 

At least 14 cases of meningitis have 
occurred this year among Stroud’s popu- 
lation of 106,000—about 14 times the 
national average for a normal year. 
Stroud has had a high incidence of the 
disease since 1982. Other clusters have 
appeared this year in parts of Cornwall, 
Kent, the Wirral and South Tees. 

In one sense these clusters are not 
unusual. The disease spreads only by 
close personal contact—it is coughed or 
spat from one child to another—and 
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The latest fuss was about the details. 
The argument was not, as some reports 
suggested, about whether it is wrong in 
principle to tell unions what they should 
write in their rule books. Even union 
traditionalists, including Mr Ron Todd of 
the transport workers, accept they 
should. The issues were more technical: 
should a ballot be held before a strike 
begins, rather than once it is underway, 
and should ballots be held before all 
industrial action (including go-slows or 
spontaneous walk-outs) or only’ before 
full-blown strikes. This week’s result was 
a compromise. Ballots will be mentioned, 
but not ballots before all industrial action, 
and it was made clear that the ballot rule 
applies only to official strikes. 

Most unions already obey the 1984 act. 
Some have written rules into their consti- 
tutions which make it impossible to call a 
strike without a ballot. One surprising 
dissenter: the schoolteachers’ union NAS/ 
UWT has a firm no-ballot policy. 

In 1985, there were 94 strike ballots in 
Britain; of these, 68 turned in a yes vote, 
which eventually resulted in 38 strikes. 
Only 25 produced a vote not to strike, but 
it is clear that the Tories’ legislation has 
reduced stoppages. Union officials now 
sound out the ground beforehand, and 
call ballots only when they judge (some- 
times wrongly) that the members’ re- 
sponse will be “yes”. 

Five unions will oppose the compro- 
mise: the miners, the NALGO local gov- 
ernment union, the TASS engineering 
union, the teachers’ union NAS/UWT and 
the cinema technicians. With only 14m 
block votes between them, they will lose. 
A block of about 5m votes will be cast in 
favour of the motion. 


epidemiologists would expect some town 
somewhere in Britain to have a rate as 
high as Stroud’s in those years when the 
disease flares up. According to depart- 
ment of health figures (which are proba- 
bly too low), there have been 539 cases 
of—and 86 deaths from—meningococecal 
meningitis in England and Wales in the 
first seven months of this year, compared 
with 546 for the whole of last year. The 
last big series of outbreaks was in 1974, 
when 1,296 cases were recorded. In 
1971, Bolton—like Stroud today—had 
14 times the national average number of 
cases. 

It is no consolation to the people of 
Stroud to know that their plight does not 
surprise medical statisticians. According 
to local groups, people have become 
wary of visiting the area. There have 
been calls to close a local school, and 
Suspicious mutterings about nearby nu- 
clear installations (there are three within 
a 35-mile radius). Several hundred par- 
ents gave the junior health minister, 
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Ballots are less likely to prove a source 
of conference discord than two other 
issues: a motion calling for an end to the 
nuclear-power programme, which power 
workers and construction workers will 
hate; and perhaps the call for a minimum 
legal wage. Some unions—such as the 
CPSA civil service union, whose bureau- 
crat members don’t think the government 
will run out of money and sack them— 
will support the motion enthusiastically. 
Others will worry that a minimum wage 
would erode their pay differential. They 
would worry about its effects on unem- 
ployment, too. 


Conservative students 
Right young things 


Few Tory party activists are as active 
Mr Harry Phibbs, or as young. Whe 
aged 16 he was arrested in Moscow with a 
bagful of leaflets; aged 17 he was sus- 
pended from his school in Pimlico (this 
time the leaflets were anti-feminist); aged 
18, his chairmanship of the Westminster 
Young Conservatives caused some prob- 
lems too. Now, at the ripe old age of 20, 
he has edited a magazine bearing the 
imprint of Conservative Central Office 
which, in effect, brands the former Tory 
prime minister, Lord Stockton, as a war 
criminal. 

The troublesome publication is the first 
national issue of New Agenda—formerly 
a London newsletter for the Federation of 
Conservative Students (FCs)—edited by 
Mr Phibbs. The issue contains an inter- 
view with Mr Nikolai Tolstoy, a historian 
and a descendant of the novelist, on one 


Baroness Trumpington, and the Chief 
Medical Officer, Sir Donald Acheson, a 
noisy time when they addressed a public 
meeting in the nearby town of Stone- 
house earlier this month. 

The chief mystery is why more people 
do not get meningitis. Between 10% and 
20% of people harbour the bugs which 
cause the commonest type of the disease 
in their noses or throats. The disease 
develops when the organism gets into the 
bloodstream and then attacks the tissues 
surrounding the brain. Nobody knows 
why the disease only develops in some 
carriers, It can be treated with antibiotics 
if spotted early enough—antibiotics have 
brought the fatality rate down from 75% 
to 5-10%. But meningitis is hard to spot 
because the early symptoms look like 
influenza. There is no properly-tested 
vaccine for B-15, the strain of bacteria 
responsible for the present outbreak. 
Field trials of a B-15 vaccine will begin in 
Norway next year, but it will not be 
available for use in Britain until 1988. 
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Five months after their employer was 
formally abolished, only 3,000 of the 
22,500 people who worked for the 
Greater London Council (GLC) have yet 
had to take redundancy. Some 5,600 of 
the 7,500 desks previously filled in Coun- 
ty Hall, the GLC’s imposing South Bank 
home, are still filled. And several of the 
mini-bureaucracies now running ex-GLC 
business claim that they find themselves 
embarrassingly under-staffed. Because 
the process by which the GLC’s various 
powers are being handed over to quan- 
gos and London boroughs is a gradual 
one, it is proving difficult to match staff 
to workload. 

The largest recipient of GLC staff is the 
London Fire & Civil Defence Authority, 
one of the quangos set up on abolition, 
with 8,500 ex-GLc staff in its headquar- 
ters on the Albert Embankment. The 
Inner London Education Authority has 
taken an extra 4,100 staff. There are 
nearly 4,000 staff at the London Residu- 
ary Body, which was set up with a 5-year 
lifespan to wind down the GLc’s busi- 
ness, sell its property and run the ser- 
vices (like urban traffic control) that 
have not yet been placed elsewhere. The 
London boroughs, to whom much GLC 
business (responsibility for parks and 
museums, for example) has been dele- 

















of Mr Tolstoy’s favourite subjects: the 2m 
Soviet citizens whom the Western Allies 
handed over to Stalin between 1944 and 
1947. Mr Tolstoy is particularly incensed 
about the fate of some 40,000 Cossacks 
and White Russians who were handed 


over. 





Tolstoy's target 
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gated, have so far received around 2,500 
staff. Among the smaller groups of em- 
ployees, 300 have gone to the London 
Strategic Policy Unit, a son-of-GLc that 
was not included in the government's 
abolition legislation. It has been set up 
by Labour-controlled inner London bor- 
oughs to deal with just those special- 
interest groups—women, ethnic minor- 
ities, police monitoring groups and so 
on—whose support from the GLC made 
some Tories so cross. 

Some departments of the residuary 
body clearly are stretched: there are 
claims that the finance department needs 
a third more staff than it has. For two 
reasons, it is difficult for departments of 
post-GLC bureaucracies to advertise their 
vacancies. One is that it would be politi- 
cally embarrassing: those opposed to 
abolition would say “I told you so”. 
Redundancy has cost around £40m— 
more than the government at first esti- 
mated, though a long way from the 
£80m-100m quoted in a report in June 
last year commissioned by the GLC from 
a firm of chartered accountants, Coopers 
& Lybrand. The other difficulty is that 
the departments know there will be more 
redundancies on the way. It is hardly an 
enticing job description to say: come and 
wind down your own employer. 


In the New Agenda interview, Mr Tol- 
stoy claims that when Mr Harold Macmil- 
lan (as Lord Stockton then was) was 
resident minister at allied headquarters in 
north-west Africa, he was responsible for 
knowingly sending the Cossacks to their 
deaths. New Agenda’s cover brands Lord 
Stockton as “guilty”. Mr Phibbs says the 
Conservative party should not associate 
with war criminals. 

The allegations are nothing new. Mr 
Tolstoy has said it all before, in his book, 
“The Minister and the Massacres”, which 
was published in April. But the Conserva- 
tive party chairman, Mr Norman Tebbit, 
and the FCS chairman, Mr John Bercow, 
are angry that the article was not seen by 
them in advance. Mr Tebbit has, as so 
often before, over-reacted: not only has 
he apologised to Lord Stockton, but he 
has obtained an injunction preventing 
further distribution of copies of the maga- 
zine. Writs alleging libel, misrepresenta- 
tion and breach of contract have been 
served on Mr Phibbs. Up to 2,000 copies 
have already been distributed among the 
Fcs’s 14,000 members. 

The FCs has some outlandish members, 
a few louts and some thinkers whose 
thoughts are unlikely to find their way 
into Conservative party manifestoes. One 
Scottish-region FCS manifesto called for 
the legalisation of incest for those aged 
over 21; an aspiring FCS chairman called 
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for the legalisation of heroin. But the 
FCS’s own official policies—technically it 
is an advisory committee of the Tory 
party—hardly justify its reputation as the 
Conservative equivalent of the Labour 
party’s Militant Tendency. Had Mr Teb- 
bit disowned its views and shrugged off 
the affair, Mr Tolstoy might never have 
had such splendid publicity for his cause. 


London’s ringway 


Jam today 


It took 70 years to decide to build a 
proper ring road around London, another 
12 years to complete it in the face of local 
hostility, and one year to find that it was 
inadequate. The M25 orbital motorway 
has stimulated a great deal of new eco- 
nomic activity even before its encircle- 
ment of London is complete. But its very 
success has drawn attention to its failings. 

In May, chivvied by fuming motorists, 
the government appointed a firm of con- 
sulting engineers, Brian Colquhoun and 
Partners, to study the dense traffic on the 
south-western quadrant of the M25. Their 
findings confirmed the speed at which the 
original traffic guesses have become 
obsolete. 

Take the section immediately to the“ 
south of the crossing of the M25 with the 
M3, the motorway to the south-west: in 
the mid-1970s, the daily flow envisaged 
along this stretch for 1987 was put at 
around 70,000 vehicles a day. This was 
raised to 80,000 in 1984. In April this 
year, the flow was already 100,000, since 
when it has risen to 120,000. The govern- 
ment has therefore decided to widen the 
motorway to four lanes each way, be- 
tween its intersections with the A3 and the 
A30. The expansion will take more than 
two years to achieve and will doubtless be 
the first of a series of jam-inducing 
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improvements. 

These saturating flows of traffic have 
occurred when the orbital motorway is 
not even complete—the crowning section 
between the A1 and M1 should be finished 
this autumn—and well before the Chan- 
nel Tunnel attracts additional traffic 
around London to Dover. 

One reason for the ring road’s embar- 
rassing success might have been predict- 
ed. It is used far more by local traffic 
looking for an alternative to suburban 
streets than it is by long-distance voyag- 
ers. The M25 is particularly popular 
around a city whose main feeder roads 
peter out into shopping streets as they 
approach the centre. The Colquhoun re- 
search shows how rush-hour commuters 
approach London on one road and then 





move round the motorway to a less- 
dreadful point of entry. 

The next decision the government must 
take on the M25 concerns the Dartford 
Tunnel—a pair of toll-tunnels under the 
tidal Thames that are already jammed at 
peak hours. Mr John Moore, the secre- 


First, pick your parents 


The British would rather be free than 
wealthy. London Weekend Television 
recently commissioned a Gallup poll to 
find out what the British think of wealth. 
Of those polled, 55% (and 40% even of 
Labour voters) were generally happy 
that the rich should be so. Studies car- 
ried out in 1954 and during the 1970s 
found a similar tolerance of wealth. 

Gallup’s polls of people in other coun- 
tries have shown that the Americans 
would also rather be free than wealthy, 
but more Americans than Britons think 
that hard work leads to wealth. The 
hard-working Japanese think that inheri- 
tance makes you rich, and this enables 
you to lead the life of Riley. 

The British suspect the landowners, 
pop singers and many City bankers do 
not deserve their fortunes. Experts in 
computers and self-made small business- 
men do. But are those professions the 
routes to wealth in Britain? The histories 
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of newly dead millionaires suggest not. 

An academic, Mr Bill Rubenstein, has 
studied the backgrounds of about 200 
people who left legacies in Britain worth 
more than £1m in 1984 and 1985. Rough- 
ly half had inherited £100,000 or more 
from their parents, mostly in the 1930s 
and 1940s. Of the rest, 10% had parents 
who were clerks, 10% were the children 
of labourers and about 15% were born to 
small businessmen such as publicans. Mr 
Rubenstein’s previous research suggests 
that, during the century before 1950, 
only 10% of the richest Britons came 
from such humble backgrounds. Most of 
the modern British millionaires had 
made money by holding on to the equity 
of small manufacturing firms. Only 10% 
of them came from the professions. 

In 1983, the Inland Revenue estimated 
that there were 7,000 British million- 
aires. Today, according to Mr Tony 
Shorrocks of Essex University, there are 








tary of state for transport,.has to choose 
between three would-be builders of a 
third tunnel—John Mowlem, Trafalgar 
House, and a consortium of Balfour Beat- 
ty and Taylor Woodrow—and to decide 
whether the tunnels and their revenues 
should be privately or publicly owned. 

Private ownership would break new 
ground. It would apply the government’s 
approach to the Channel Tunnel project 
to the domestic road system and might be 
emulated in the construction of a new 
crossing of the river Severn. Private or 
public (and the odds are on public), 
Dartford will probably remain a toll 
crossing. Tolls on a popular ring road are 
an odd way to deflect traffic from busy 
city streets. Tolls on just one section of a 
ring road are odder still. 


UK USA Japan 

How do people get rich? % % 
Inheritance 2 20 $i 
Ability 9 13 20 
Advantages ey ae 
Hard work 28. 4 2 
Luck ms & & 
Other/Don't know a 2 8 
What do the rich do? 
Help economy a #2 E v 
Support culture i S >: 
Exploit others ZAG 2 
Live a life of leisure 24 15 69 
None 4 “1 2 
What is your main goal in life 
To get rich 14 15 38 
To live as | like 60 67 43 
Other (help society/ — 26 18 19 

gain social position) 
Gallup/LWT April 1986 


20,000. (Both figures may be underesti- 
mates because they are based on the 
number of millionaires’ estates which 
pay death duty. Many avoid it.) Rising 
house prices have swelled their number. 
Some have made millions by floating a 
business on the stockmarket, especially 
since 1981 on the new London Unlisted 
Securities Market (USM). Touche Ross, a 
firm of accountants, reckons that the 
first 480 flotations on the USM have 
created at least 500 new millionaires. 

The rich hold a larger proportion of 
their wealth in shares than do the less 
well-off. Falling share prices in the early 
1970s appeared to narrow the gap be- 
tween rich and poor, but the recent 
stockmarket boom has increased it. Par- 
ticularly large fortunes are now being 
made by partners in City stockbroking 
firms bought by banks in anticipation of 
the “big bang”. 

Inland Revenue figures show that the 
number of people earning £50,000 a year 
or more increased from 23,000 to 52,000 
between 1980 and 1984; 58% of the high 
earners live in London or the south-east. 
A recent sample of top City executives 
found that 7% earned £100,000 or more 
a year. Most are senior members of firms 
trading in capital markets. 
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‘the American aerospace 
lectronics group, has added 
thrust to its bid for components 

rm Ex-Cell-O; its offer has been 
raised from Legale to. $1 .05 billion. 
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Plessey, ti and Racal have 
thrown their weight behind Boeing's 
bid to supply Britain's airborne early 


defence contractors expect a piece 


-| of the action if Boeing succeeds. 


- Australia is aiming for a federal 


-| budget deficit in 1986-87 that will be 
4 only 1.4% of GDP, but expects its 
-| current external deficit to remain 

- | close to its 1985-86 level of 5.9% of 
|. ĠDP, despite expenditure cuts and 
HETS higher taxes. 
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Tunisia devalued the dinar by 10% 
as part of a plan to reduce its 
shortage of foreign currency and 


huge balance-of-payments deficit. 


_ The €€c’s butter mountain grew in 
July to 1.4m tonnes; but Brazil may 
-help reduce Europe's surplus beef by 

| buying 100,000 tonnes of the stuff. 


Turnover on London’s foreign- 
exchange market averages $90 
billion a day, making it the biggest 
foreign-exchange market—way 
ahead of New York ($50 billion a 
day) and Tokyo ($48 billion a day). 


| British Telecom made its debut on 


the Eurobond market with a $250m 
issue. 
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A dramatic reform of America’ 
system will be sent to Congress f 
approval next month. West | 


_ Germany’s government is also _ 
| Proposing tax reforms—if re-el ectec 
_ in January. a 


Litton industries, the American .. 


|. electronics company, sued Shearso 


Lehman and former Shearson 


employee Dennis Levine for $30m. _ 
_ Mr Levine has pleaded guilty in the — 


biggest ever. insider-dealing case 
on Walt Street. 


Burton Group sold the 226- E 


- London toy store, Hamleys 
Queensway for £30m. 


Air India is to sue six compani 


including Air Canada, over last $S 
Boeing 747 crash off the coastof 
ireland which killed 329 g people. 


Hanson Trust, the British 


conglomerate, is selling Durkee 
Famous Foods for $120m to British D 
food group Reckitt & Colma t 
Together with the sale d 

ici this means that Hansor 

more than recouped the $930r 

out for scm, the American group: it 
acquired earlier this ee “= 4 
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| are on pages 85-86. 


Sweden’ s electrical-equipment giant boosted i ire “halt ram 


by selling off assets. 


Pleased with the first-half performance of his ey a 
publishing group, Mr Robert Maxwell is considering a see 
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spree—probably i in the American publishing industry. . 


New York's home-computer manufacturer continues 
losses despite. cutting its. workforce by a third since ny 


The British luxury carmaker ticked over row ki 
year, but said that launch costs for the new XJ 


profits back. 


The Dutch airline blamed its poor results : 
competition and the weak dollar. 


Increased domestic sales of stereo systems ane videos he 
the Japanese audio maker defy the aed yon, Po ae 
The Japanese chemical firm r sales ar 

prices of chemicals and oi 


Along with the expense of. buy ying MG 
Georgia-based broadcasting concern is co 
sponsoring the Goodwill Games. ne one 
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America stokes the engine, 
but who will join the train? 


America is hoping that cheaper money 
will bring faster growth: it has cut its 
discount rate for the fourth time this year 
to 5$%— its lowest for nine years. Japan 
and West Germany may be forced to 
ollow suit—reluctantly. West Germany 
e already enjoying a recovery. In the 
second quarter of this year its real GNP 
grew at an annual rate of 7%, more than 
making up for the first-quarter fall and 
lifting economic output to 34% above its 
level a year ago. The West Germans now 
feel quite sure that the slowdown in the 
world economy earlier this year was just a 
temporary lull while the benefits of 
cheaper oil and interest rates fed through. 
Domestic demand has replaced exports 
as the engine of economic growth in West 
Germany. Demand has risen by 44% over 
the past year. This should eventually suck 
in more imports and help to sustain world 
economic growth—exactly what the 
Americans have been demanding. But, 
since West Germany’s trade surplus is 
likely to reach $50 billion in 1986, Wash- 
ington is still cross with Bonn. 
Nor are the Americans satisfied with 
the promise by Mr Gerhard Stoltenberg, 
/est Germany's finance minister, of 
(M40 billion ($20 billion) in tax cuts if his 
government wins the general election in 
January. They had hoped for a pre- 


election boomlet, not post-election prom- 
ises. Anyway, Mr Stoltenberg has empha- 
sised that half of the cuts will be financed 
by reductions in subsidies and all will be 
introduced over a couple of years. Ameri- 
ca wants sure-fire German reflation— 
now. 

The Reagan administration is increas- 
ingly worried about the possibility of an 
American recession. It has been dis- 
turbed by the downward revision (to an 
annual rate of rise of 0.6%) in America’s 
second-quarter GDP; and by the fall of 
industrial production in July, for the third 
month running. Even Mr Paul Volcker, 
the chairman of the Federal Reserve 
Board, reckons there is now a bigger risk 
of recession than of inflation. Hence the 
decision on August 20th to cut its dis- 
count rate by a further half percentage 
point. 

But an increasing number of econo- 
mists doubt whether lower interest rates 
will quickly boost output. The 6.5% rise 
(at an annual rate) in consumer spending 
in the second quarter suggests that Amer- 
ica’s problem is not lack of demand. Most 
of the blame for its slowdown lies with its 
trade deficit. Despite the 30% fall in the 
value of the dollar's trade-weighted index 
during the past 18 months, America’s 
trade deficit has refused to shrink. It was 


Cheaper money should be good 
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Volcker: puff, puff 


$84 billion in the first half of this year, up 
from $69 billion in the same period of 
1985. 

Many economists reckon that the dol- 
lar’s exchange rate against the main cur- 
rencies is now about right if the United 
States is to balance its trade in the medi- 
um term. Currency Research, a London 
firm of exchange-rate consultants, sug- 
gests that the dollar is within 5% of its 
equilibrium rate (see chart), though it is 
probably overvalued against the yen. 

Although Japan and West Germany 
are now exporting no more (by volume) 
than they were at the same time in 1985, 
imports continue to flood into the United 
States. The reason is that only 25% of 
America’s imports come from Japan and 
West Germany. As much as half of 
America’s total trade deficit is with coun- 
tries such as Canada, Taiwan and South 
Korea, whose currencies have held steady 
(or even fallen) against the dollar. 

So there is a danger that the stimulus to 
America’s domestic demand through low- 
er interest rates will leak straight into 
higher imports rather than stimulate high- 
er production. That is why Mr Volcker 
wants Japan and West Germany to boost 
their domestic demand. If they do not, he 
is threatening, the dollar will fall further, 
making life even harder for Japanese and 
West German exporters. 

Japanese industry is already being 
squeezed, Japan’s real GNP fell in the first 
quarter of 1986, for the first time in 11 
years. The second quarter is unlikely to 
show much of a rebound. Japanese indus- 
trial production rose only 0.2% in the 
year to June. Most Japanese forecasters 
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now expect GNP to grow by little more 
f: than 2% in the year to the end of March 
i 1987. 

JE Most of the slowdown in the Japanese 
economy can be blamed on sluggish ex- 
ports, but there are now increasing signs 
that domestic demand, especially invest- 
ment, is weakening, too. Mr Kiichi 
Miyazawa, Japan’s new finance minister, 
is expected to announce a reflationary 
package of Y3 trillion (1% of GNP) within 
the next couple of months. The Bank of 
Japan is still saying no to a discount rate 
cut, but it may have little choice if the 
dollar continues to slide. This will make 
little difference to Japan's trade surplus, 
as imports account for such a small pro- 





Australia 


The first reaction of foreign exchange 
dealers to what the Australian Treasurer, 
Mr Paul Keating, called “hardly a wimp’s 
budget” was to push the Australian dollar 
up from 62.9 Us cents to 64.9 cents; their 
second reaction was to let it fall with a 
thud, down to 60.5 cents. The Melbourne 
stockmarket reacted with an early burst 
of optimism, but then receded as the day 
of the promised big cuts wore on. 

At first sight, Mr Keating is aiming for 
an impressively small budget deficit in 
1986-87 of only 1.4% of GDP; but that 
rises to a public-sector borrowing require- 
ment of 4.4% of GDP when the states’ 
budgets are added in. Mr Keating said 
that he was controlling his budget mainly 
by bravely holding the new financial 
year’s increase in real government spend- 





The Treasurer's lot 
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portion of the country’s domestic 
expenditure. 

The West German Bundesbank may 
also feel obliged to cut interest rates to 
prevent the D-mark appreciating yet fur- 
ther against the dollar. Mr Volcker met 
Mr Karl Otto Poehl, the president of the 
Bundesbank, after the funeral last week 
of Otmar Emminger, Mr Poehl’s bub- 
bling predecessor. 

Mr Volcker may have proposed a co- 
ordinated cut in interest rates, but Mr 
Poehl will probably prefer to leave a 
decent interval before cutting West Ger- 
man rates—if only to avoid the impres- 
sion that his government is bending to 
American pressure. 





Is Keating's budget too kind? 


MELBOURNE 


ing to nil—and that this meant lots of cuts 
in the intended spending on welfare, 
pensions, education, health and every- 
thing else on which his Labor backbench- 
ers are keen. Actually, he is aiming for a 
rise of 14% in public domestic demand 
and only 3% in private domestic demand, 
so the main cuts are not coming at the 
government's end of town. The only real 
falls expected are in housebuilding, farm 
production and business investment. 

Mr Keating’s main devices for bringing 
down his budget deficit are a hodgepodge 
of timing changes for measures previously 
announced, which will not change the 
long-term financial position at all. The 
biggest of these is to postpone the previ- 
ously promised income-tax cuts—reduc- 
ing top marginal income-tax rates from 
60% to 55% and then to 49% next year— 
from September Ist to December Ist. As 
previously announced, the sales tax is to 
be increased across the board, though 
especially now on dolce vita things like 
wine and new swimming pools. This will 
help keep inflation up at an expected 8% 
in 1986-87. 

Because consumer prices rose by 4% in 
the first six months of 1986, the trade 
unions had expected a national wage rise 
of 4% in October. Mr Keating will ask 
them to be content with a 2% rise instead. 
The opposition and the employers say 
Australia should have a wage freeze, but 
it really needs to abandon the national 
wage system altogether; it can compete in 
industry only if wages are settled at indi- 
vidual workplaces in accord with what 
those separate workplaces can pay. The 
budget speech presaged some brave- 
sounding measures against scroungers on 
the dole, but these seem to be aimed 
mainly at young New Zealanders who 
come across to enjoy Australia’s higher 





welfare rates. 

The Treasurer caused most annoyance 
to his backbenchers by saying that Aus- 
tralia will resume sales of uranium to 
France, which it had unwisely suspended 
two years ago. France has since then 
bought cheaper uranium elsewhere, in- 
cluding from South Africa. 

The immediate cause of Australia’s 
crisis is its huge current overseas deficit, 
which Mr Keating says was 5.9% of GDP 
in 1985-86. He believes his budget will cut 
the increase in total final domestic de- 
mand to only {% in 1986-87, after a 2.8% 
rise in 1985-86; he trusts that this will still 
allow real GDP to rise by 2}% in the new 
financial year, because he is hoping for a 
63% fall in the volume of imports and a 
2}% rise in the volume of exports. As the 
tables with the budget show that he is 
expecting a further 8% deterioration in 
the terms of trade, that is still expected tog 
leave a current overseas deficit at 537% oe 
GDP in 1986-87. 

Lenders to Australia will not like that. 
Mr Keating said he was determined to 
bring Australian interest rates down and 
thus bond prices up (which some early 
buyers of bonds would like), but a table 
with the budget suggests the government 
is assuming a trade-weighted index for the 
Australian dollar in 1986-87 some 17% 
below the average in 1985-86 (which they 
won't like at all). Australia’s Labor gov- 
ernment is now following the most con- 
servative economic policy the country has 
had since the 1930s depression, but it 
needs radical reform of its wage-fixing 
machinery if it is to emerge quickly from 
its present mess. 


Brazilian energy 


All washed up 


AIO DE JANEIRO 


If God doesn’t bring rain to Brazil, Mr 
Aureliano Chaves, the country’s minister 
for mines and energy said recently, elec- 
tricity will have to be rationed in the 
south and south-east parts of the country, 
where half of its population lives. But 
Brazil will still be short of power even if it 
does rain. About 95% of the country’s 
power comes from hydro-electric plants. 
Water supplies in its three southernmost 
states—Rio Grande do Sul, Santa Catari- 
na and Parana—have already been ra- 
tioned during the first three months this 
year. Drought is now threatening electric- 
ity supplies to the country’s industrial and 
commercial hub—the state of Sao Paulo. 

Since 1979, investment in the country’s 
energy industries has fallen sharply. Elec- 
tricity consumption meantime has contin- 
ued to rise, by 10% a year since 1984. 
Eletobras, the state-owned electricity 
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Can Itaipu fill the gap? 


company, estimates that most parts of the 


untry face a 3-5% chance of power 
Bosc: because there is too little water 
to drive the turbines. In the south-east 
region (which includes Rio de Janeiro and 
Sao Paulo), the risk is over 8%. 

To reduce the risk, Eletrobras hoped to 
spend at least $4 billion a year—or $35 
billion by the end of the decade—on new 
generating capacity. Unfortunately the 
plan, which was to be paid for by in- 
creased tariffs, was scuppered by the 
government's economic austerity package 
in February. 

Eletrobras may be able to raise part of 


Welling up 


Brazil's natural-gas reserves are likely to 
multiply more than 24 times following 
the discovery of a huge field in the 
Campos basin off the coast of Rio de 
Janeiro state. The government has at last 
developed a policy on what to do with it. 
It is impelling Petrobras, the country’s 
state oil monopoly, to develop new uses 
for Brazil’s gas supplies. With luck, it 
may also dispel growing friction between 
Petrobras and the regional gas-distribu- 
tion companies. 

Hitherto, Brazil’s gas reserves have 
been estimated at 93 billion cubic me- 
tres. Petrobras now believes that the new 
field, Albacora, may alone contain 150 
billion cubic metres. Brazilian gas pro- 
duction is currently running at about 
15m cubic metres a year. But only a few 
states, from Rio de Janeiro northwards, 
can use the gas. At the moment a lot of 
Brazil’s gas is re-injected into oil wells to 
boost their production. In future, the 
government wants gas to be put to spe- 
cific new uses: as a substitute for lique- 
fied petroleum gas; as a raw material for 
fertilisers and petrochemicals; as a fuel 
in urban bus fleets; and as a substitute 
for oil derivatives used in industry. 
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the money elsewhere. It is to receive a 
$500m loan from the World Bank—the 
biggest in the Bank’s history. Another 
$600m will come from a special fund 
created by the government to help ailing 
state industries. It has also arranged sev- 
eral co-financing schemes with foreign 
banks—although these depend on a suc- 
cessful conclusion to negotiations over 
Brazil’s debt. The government has also 
promised to compensate Eletrobras for 
the high cost of its nuclear programme. 
Eletrobras must pay $5.6 billion on its 
two nuclear plants under construction, as 
well as heavy interest on the debts in- 


RIO DE JANEIRO 


The list of priorities does not include a 
scheme dreamt up by the Sao Paulo Gas 
company. It had thought that imported 
natural gas would have to account for 
5% of its energy supplies, and had origi- 
nally intended to import it from Algeria. 
Its lobbying with the government has 
had some effect: a pipeline from Rio de 
Janeiro is now being built and it has been 
promised 3m cubic metres of gas from an 
initially-reluctant Petrobras. Instead of 
Algeria's expensive gas, Petrobras wants 
to get gas from Bolivia and Argentina. It 
is boosting projects in both countries. 
Both would require $1 billion pipelines, 
and involve political difficulties. 

Though it now has an exclusive right 
to import gas from abroad, Petrobras is 
cross because it has been excluded from 
the gas-distribution business at home. It 
has been forbidden to take more than a 
minority share in regional gas compa- 
nies, or to compete for business with 
them. This is good news for both the Sao 
Paulo and the Rio de Janeiro gas-distri- 
bution companies. In Rio de Janeiro 
Petrobras had previously muscled into 
distribution, and seemed to be winning 
all the big clients. 


WORLD BUSINESS 


curred to build them. 

The good news, however, is that Ele- 
trobras may be able to speed up construc- 
tion at Itaipu, the huge hydro-electric 
plant on its border with Paraguay. Four 
700-megawatt generators are already op- 
erating on the Paraguayan side. But Bra- 
zil is buying almost all its current output 
at preferential rates. Completion of the 
first two generators on the Brazilian side 
of the border is likely to be brought 
forward by several months. Other gener- 
ators at Itaipu (there are 18 in all) could 
be ready by next year. 

Meanwhile, electricity consumption is 
being cut. The regional generating com- 
panies under Eletrobras’ umbrella are 
encouraging industrial users to reduce 
their energy use by 5%; residential con- 
sumers are also being asked to save. 
Some big companies attracted to hydro- 
electric power by long-term contracts at 
huge discounts are now returning to oil- 
fired generators. They fear OPEC less than 
Brazil's rain gods. 


American telephones 


Baby Bells bounce 
back 


NEW YORK 


Deregulation of America’s telephone sys- 
tem continues piecemeal. Competition in 
long-distance telephony has been largely 
unfettered since the break-up of AT&T in 
1984. On August 15th, another restriction 
came off the still-regulated local tele- 
phone companies. The seven regional 
holding companies, which comprise the 
remnants of the old AT&T Bell System, 
will now be able to enter the competitive 
cellular radio markets. 

The seven “Baby Bells” operate about 
80% of America’s 115m telephone lines. 
Judge Harold Greene, who ordered the 
break-up of AT&T in 1982, excluded the 
Baby Bells from almost every activity 
other than providing a local service on the 
principle that the regulated profits of 
local monopolies ought not to be used to 
finance forays into competitive business- 
es. In each state, Public Utility Commis- 
sions control tariffs by setting ceilings (as 
low as 10%) on the return on assets that 
the companies can earn there. In Wash- 
ington, the Federal Communications 
Commission (FCC) controls the return 
Baby Bells can make from fielding calls 
for the long-distance carriers, and recent- 
ly cut it from 12.75% to 12%. 

Judge Greene’s decision is now being 
rewritten, a piece at a time. The FCC 
appears to be sympathetic to the Baby 
Bells’ claim that they are having some of 
their prime business attacked by competi- 
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ice: wherever ai like without cheat to 
eek a waiver from Judge Greene. This 
ught to mean that Bell Atlantic need not 
ive up its Atlanta-based radiopaging 
i bsidiary, A Beeper. And us West, 


Banzai Kansai 


Japan: tias been on trial over the bidding 
to build the new Kansai international 
‘airport to serve its second biggest city, 
< Osaka. The trial is now well advanced, 

“and it shows why it will take an age for 
foreigners to crack the Japanese market, 
whatever promises are signed during 
trade negotiations. Despite the best in- 
-tentions of Japan’s political leaders and 
‘senior bureaucrats to open the country’s 
conomy to freer trade, the chaps down 
‘the line who sign the orders see no 
‘reason: why they should risk buying for- 
ign goods. Indeed, it rarely occurs to 
them to do so in the first place. 
© At issue at Kansai is who should be 
llowed to bid for the $8 billion-worth of 
nstruction contracts. The Japanese 
sractice for large construction projects is 
or the client to invite a limited number 
of bidders. America says there should be 
„competitive open tendering. But to the 
Kansai International Airport Company, 
-the quasi-g -governmental agency responsi- 
‘ble for building it, the Japanese way Is 
the only way. So the list of bidders will 
‘be restricted to those firms with experi- 














‘works in Japan. That effectively elimi- 
_ nates foreign firms, especially i if they are 
South Korean. | 
Mr Malcolm Baldrig = 





Southwestern Bell aiid 1 Pacific Telesis will 
be able to resume operations that Judge - 


ence of large-scale civil engineering 


| ‘the. American | 





Greene had ordered them to halt. 


The Baby Bells are eager to diversify “at 









further because, they say, unregulated ` T 


competitors are moving in on their best 
businesses. AT&T and Merrill Lynch are 
building a fibre-optic loop which links 
some Wall Street firms, A similar service 
is being built in Ameritech’s Chicago 
heartland. All over America, shared ten- 
ancy networks are being used to handle 
what are effectively local calls, within 


huge buildings (like the Amoco building 


in Chicago) or on large sites. 
A more serious problem is “bypass”. 
Big companies make a great many long- 


distance calls. Rather than pay access 


charges to the local companies each time, 
many of them are now finding that it pays 
to connect up with long-distance compa- 
nies direct by leasing a private line, or by 
microwave or fibre-optic link. 

The high, fixed overheads of the Baby 
Bells local networks make it difficult for 
them to cut the charges for access to the 
long-distance network-——and so reduce 
the temptation to bypass. But in early 
July, the FCC mandated a universal $2 
monthly flat-rate charge for connection to 
the long-distance network. Subscribers 
who do not call long-distance much will 


TOKYO 


commerce secretary, said earlier this 
month that he was told by Mr Yasuhiro 
Nakasone, the Japanese prime minister, 
that Japan would consider an open bid- 
ding system if doing so would ease trade 
friction. That cuts little ice with Mr 
Yoshio Takeuchi, president of the air- 
port company. His agency will ignore 
any suggestions from the government 
that open bidding be introduced. 

America is using Kansai airport to 
symbolise its efforts to cut its trade 
deficit with Japan through trade negotia- 
tion. It may squeeze the maximum pub- 
lic controversy from the issue, but it is 
already too late for American firms to. 
entertain any serious hope of winning big 
civil-engineering construction contracts 
at Kansai. 

The airport is due to open in 1993. 
Work on the first phase of the project 
(site reclamation in Osaka Bay) is due to. 
start any day. As a sop. American firms 
may pick up some contracts for muck- 
shifting equipment. There may also be 
small orders for the second and third 
phases of the project—eg, the construc- 
tion of the runway and fitting out of 
airport buildings. But not enough to 
begin to offset America’s $1.8 billion. 


deficit in construction trade with Japan a | 


last year. 
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| Atlantic traffic’ was only 17% down, and: 


Wooing punters as 
well as passengers © 


British Airways i is oe for a  Tepeat 


go the e way. This: autumin’s public 
stunt, “Concorde Challenge”, will givet 
away free tickets and holidays to passen- 
gers flying from Britain. Travellers who. 
mark the spot where Concorde will be at 
a given time could win a year’s free 
business-travel for two, or the chance to. 
take 99 friends on a trip by Concorde toa” 
destination of their choosing. } 
Following the American bombing of 
Tripoli and the nucle disaster in Russia, 
airlines earlier this summer were gloomily 









projecting a 30% drop in their North 


Atlantic traffic for 1986. That would 
compound over-capacity problems which 
have been growing steadily since last 
summer (see chart), Big American carri- 
ers, which could use their long-haul 
Boeing 747s and pc-10s on domestic 
routes, had the option of transferring 
smaller, more frugal. 767, airliners to the 
Atlantic. OE E 
BY ; May, n ete sae te 







passe 
y. 198 . Yet, orn Te BA’S | 


by J uly business was virtually back tọ ae 






















i Nose dive 
North Atlantic scheduled and 
charter traffic . A 


Passengers 


n previous year = 








Too much trust in antitrust 


Antitrust law is a paradox. In the name of free com ion, it has forced 


governments to intervene in capitalist economies. 


erican trustbusters 


are now wondering if the cure they offer is not as bad as the disease 


The Reagan administration is having a 
surprisingly tough time reforming anti- 
trust law. It rejected traditional “big is 
bad” trustbusting in 1982, when it 
dropped the Justice Department's 13- 
year-old case against IBM. It is possible, 
the Justice Department then controver- 
sially argued, to be big and efficient 
without being monopolistic. 

The change in attitude was reflected in 
new merger guidelines, also released in 
1982. These insisted that the main criter- 
ion for challenging a merger under anti- 
trust laws was the extent to which merg- 
ers reduced competition in specified 
markets. Thus “vertical” mergers (eg, 
when a manufacturer buys a distributor) 
or mergers between firms with different 

lines are rarely blocked nowa- 
days. The merger guidelines were again 
updated in 1984, but the main attack of 
the administration on traditional anti- 
trust came in February this year. It then 
presented five bills to Congress, with 
mixed results. 

The interlocking directorate bill would 
remove some restrictions on competing 
companies sharing board members. Rel- 
atively uncontroversial, it is expected to 
become law soon. 

The foreign trade antitrust improve- 
ment bill seeks to place limits on Ameri- 
can courts’ claims to enforce American 
antitrust law outside of America—a 
source of aggravation between the ad- 
ministration and its allies. The bill tries 
to keep the courts out of areas of foreign 
policy that are more properly the con- 
cern of the executive branch. This bill, 
too, may soon be approved by congress. 

One technical part of the antitrust 
remedies bill should also meet with the 
approval of lawmakers. But the main 
thrust of the legislation has got nowhere. 
This would prohibit treble damages in 
cases where a competitor had only for- 
gone might-have-been profits because of 
anti-competitive behaviour (and not, for 
example, been actively abused by over- 
charging or underpaying). The adminis- 
tration thinks that the threat of treble 
damages stops firms acting in economi- 
cally desirable ways—eg, pricing aggres- 
sively—lest they be found in violation of 
antitrust law. But treble damages for 
plaintiffs are one of the great shibboleths 
of antitrust, and a suggestion to remove 
them even partially has found little fa- 
vour on Capitol Hill. 

Nor has the mergers modernisation 
bill, which would give legislative form to 
the sentiment of the Justice Depart- 
ment’s guidelines. The bill espouses the 
administration’s belief that many merg- 


ers encourage competition, reduce sacred of antitrust cows—the illegality of 
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prices and enable efficient managers to 
take over inefficient firms. It would 
prohibit mergers only if there was a 
“significant probability” that they would 
create a company that might exercise 
market power so as to keep prices high. 
The intention of the bill, says the Justice 
Department, is to preserve competition 
rather than competitors. But the rash of 
mergers in the 1980s has not been popu- 
lar, and the bill has made little headway. 

Congress has not taken action yet on 





As canny as two Rockefellers 


the promoting competition in distressed 
industries bill. This would allow the 
President to exempt from the antitrust 
laws those industries found to have been 
seriously injured by increased imports. 


As American industry increasingly com- 


petes in a global economy, that law has 
proved surprisingly popular—at least 65 
joint R&D projects have taken advantage 
of it. 


Friendly giants? 

Antitrust reform faces criticism from 
both sides. While many congressmen 
worry that the trustbusters are shirking 
their jobs, others argue for the repeal of 
all antitrust laws. A new book* by Mr 
Dominick Armentano argues that anti- 
trust is just another illiberal, inefficient 
regulation of the market. He would be 
quite prepared to do away with the most 
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price-fixing rings—because, he says, 
price coordination can “reduce fisk and 
increase sales and market output”. 

Mr Doug Ginsburg, the scholarly head 
of the Justice Department's antitrust 
division, is not impressed by such argu- 
ments. He is emphatically a reform man, 
not one who believes in repeal. He is 
quite happy, for example, with the Fed- 
eral Trade Commission (FTC) decision to 
stop Coca-Cola and Pepsico from taking- 
over two smaller soft-drinks firms. That 
would have given the two giants over 


80% of the soft-drinks market. Mr Ar- ~ 


mentano would argue, by contrast, that 
there is no satisfactory definition of “the 
soft-drinks market” (does it include 
beer?) and thus no reason for forbidding 
mergers in it. 

Mr Daniel Oliver, the new chairman 
of the Frc, shares Mr Ginsburg’s out- 
look, but is honest about the paradox at 
the heart of antitrust. The principal 
source of restraint on competition, he 
says, is the state; and his own commis- 
sion, as an arm of the state, is “part of 
the problem”. 


Less government 
Once, or rather if, the present reform 
bills are passed into law, both he and Mr 


Ginsburg would like to turn their atten- 


tion to those industries that government 


has exempted from antitrust regulation 
in order to manage competition better. 
They have their eyes on government 
regulation of interstate trucking rates, on 
barriers to entry in the professions, and 
on such state-sanctioned practices as 
limits on the number of taxicabs. New 
York’s taxi system, says Mr Oliver, is 
“unfair to everybody who has anything 
to do with it”, except for those who can 
sell a taxicab medallion they once bought 
for little for perhaps $100,000. 

Yet even as the administration seeks 
to remove some old paradoxes in anti- 
trust—many of them dating back to 1890 
when the antics of John D. Rockefeller 
and his cronies led to the passing of the 
Sherman Act—some new ones appear. 
For it can be plausibly argued that anti- 
trust is now the main way in which an 
industrial policy—supposed to be anath- 
ema to such a free-market lot—is being 
fashioned. Both the 1984 R&D exem 
tion, and this year’s proposal to help 
distressed industries, turn on the propo- 
sition that the threat of imports justifies 
some government “targeting” of relief. 
How odd it would be if those free- 
marketeers who argue for the wholesale 
abolition of antitrust should find them- 
selves making common cause with 
smokestack industries in their last-ditch 
battle against market forces. 


*D. T. Armentano. Antitrust Policy; The Case 
for Repeal. Cato Institute 1986. 
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Cing prays for his wings 


year’ s record level. At the moment book- 
r f _ ings for BA’s Super Club class are actually 
= 5% ahead. Not all airlines have been so 
fortunate. British Airways reckons its 
_ £4m ($6m) “Go for it, America” exercise 
was well spent, and is looking for similar 
= returns from its new £6.5m “Concorde 
_ Challenge” campaign. 
= Itis going to need them. The airline is 
_ carrying more passengers greater dis- 
‘et tances than ever. Passenger-kilometres 
“were up 7.7% last year, but the airline’s 
total load factor has started falling. That, 
‘in itself, would be of little concern were it 
not for the fact that the load factor 
= needed to break even has been rising 
= steadily for the past three years. The 
3 ey gap” has thus been narrow- 
ing fas 
All this is happening while talk of 
_ privatisation fills the air. Despite turning 
in some tidy pre-tax profits (£183m on 
* 8. 1 billion turnover) in 1985, British 
_ Airways has to persuade the City’s insti- 
f tutional investors that BA will be worth a 
flutter when the state-owned airline 
— to the market. 


Lord King and Mr Colin Marshall, BA’s ` 


chairman and chief executive respective- 
_ ly, have spent the past six months chatting 
up some 1,500 major investors around 
_ Britain. The longer they have to wait for 
the government's go-ahead, the more 
N -difficult it will be to maintain enthusiasm 
_ for the flotation, both within financial 
= circles and within the airline itself. One 
_ drag is that the “Bermuda II” agreement 
~ between Britain and America has to be 
renegotiated before privatisation can 
= even begin to get under way. That now 
_ looks like early in the new year. 
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Years of the dragon 


For the past two decades, Asia's “little 
dragons” (South Korea, Taiwan and 
Hongkong) have outshone the econo- 
mies of Latin America—mainly because 
they are better at exporting. Real GDP 
per person in the three Asian countries 
has grown by an average of 64% a year 
since 1965; in the four Latin American 
ones (Argentina, Brazil, Mexico and 
Chile) by only 14% a year. 

Since the late 1970s, the gap has 
widened. While the Asian countries have 
become richer, real incomes in Latin 
America have shrunk. In Argentina, real 
GDP per person has fallen in five out of 
the past eight years—dragging average 
incomes back to where they were in 
1965. The fall has cost the country dear. 
In the 1920s, Argentina was the world’s 
seventh wealthiest nation. Today it is not 
even in the top 50. 

In Latin America, Brazil has grown 
the fastest. Yet the 3.6% annual growth 
in its real GDP per person since 1965 is 
barely half that of South Korea. Even so, 
South Koreans remain a lot poorer than 
North Americans: in 1985, the average 
income per person in South Korea was 
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ICi/Glidden 


secondary colour 


Mr Denys Henderson, the chairman-elect 
of Imperial Chemical Industries (1C1), 

Britain’s biggest manufacturing company, 
is trying on his new shoes for size. Though 
he does not step into the top job until 
April 1987, Mr Henderson, a former head 
of Icl’s paints division and chief of its 
acquisitions committee, has already 
pulled off his first coup—the purchase for 
$580m of Glidden, the paints division of 
America’s SCM Holdings which was itself 
taken over earlier this year by Britain’s 
Hanson Trust. Together, 1ct and Glidden 
will have annual sales of $1.9 billion and 
will become the world’s biggest manufac- 
turer of paints and industrial coatings. 


: 


only $1,980—one-eighth of the average 
in America of $16,750. However, if real 
incomes in the two countries continue to 
grow at the same rate, by the year 2032 
South Koreans could be richer even than 
their American counterparts. 


South Korea 


Taiwan | 
wee 





They will account for 8% of the world’s 
paint market. 

The deal enables ICI to leapfrog its two 
international rivals in the paints busi- 
ness—America’s Pittsburgh Paint and 
Glass, and BASF, the big West German 
chemicals group. About 18 months ago, 
BASF snapped up Inmont, another big 
American paintmaker, for around $1 bil- 
lion. ICI was one of several chemical 
companies interested in Inmont, but at 
the time had its hands full acquiring the 
chemical interests of America’s Beatrice 
Group for $750m. 

When, two years ago, ICI first ap- 
proached SCM about buying Glidden it 
was politely told to forget it. That it now 
has acquired the company is thanks to 
Hanson Trust, the British conglomerate 
which has made a business out of ever- 
larger takeovers. pane as of aade and 








other bits and pieces of SCM means that 
Hanson Trust has recouped more than 
the $930m it paid for the group—yet it 
still retains a rump of businesses making 
operating profits of $150m a year. 

For ici the deal fulfils two ambitions 
that Sir John Harvey-Jones, its chairman, 
has nursed since he took over the chair- 
manship in 1982—an increase in the com- 
pany’s sales and assets in North America 
and the expansion of consumer products 
and specialty chemicals. The aim was to 
counter the group’s traditional bias to- 
wards cyclical bulk chemicals (eg, plastics 
and petrochemicals), The acquisition of 
Glidden makes sense on both counts. It is 
also a good fit geographically: IC1 sells no 

uint in the United States; Glidden sells 

yne outside North America. 

IC's critics say that it has paid too much 
(17.5 times 1985 earnings, assuming a full 
tax charge) for a dull, not to say mature, 
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business. Not so, says ICI. On “a more 
realistic’ tax charge, Glidden’s after-tax 
earnings would produce a multiple closer 
to 14. Time will tell, but Glidden will not 
be Icl’s last acquisition. Mr Henderson 
will have plenty of spare cash when he 
takes over from Sir John. IC is increasing 
its borrowing limit from £3.6 billion to 
£6.3 billion. It already has, it boasts, 
enough strength in its balance sheet to 
buy two more Gliddens without feeling 
the pinch. 


Goldmining in China 


Bullion that 
beckons 


HONGKONG 


A perked-up gold price is encouraging 
China’s miners to shovel the yellow stuff 
out of the ground faster. On August 18th, 
China National Gold Corporation an- 
nounced plans to set up a joint venture 
with Hunker Gold, a privately-owned 
Canadian company, which has a gold 
mine in the Yukon. The technical benefits 
that China extracts from the deal could 
take years to introduce in its own mines. 
Meanwhile, the country is changing the 
way it sells the gold it already has. 

The Bank of China, which handles 
most of the country’s gold sales, is switch- 
ing much of its dealing from London, the 
world’s traditional gold centre, to Hong- 
kong. During thé first four months of this 
year, the Bank channelled through Hong- 
kong more than 10 tonnes of bullion, 
worth more than $100m. During the 
whole of 1985, China exported only $2m- 
worth of gold through Hongkong. 

China has been topping up its foreign- 
exchange reserves. Last year these fell to 
$10 billion from a 1984 peak of $16 
billion. By selling more through Hong- 
kong, officials hoped to keep the extra 
gold sales secret. Po Sang Bank, one of 
the Bank of China's sister banks in Hong- 
kong and the usual agent for China’s gold 
deals, can be relied upon to be discreet. 
But Chinese officials overlooked the dili- 
gence of statisticians working for the 
Hongkong government. The statisticians 
dutifully noted the gold sales as part of 
Hongkong’s customs returns and pub- 
lished them. 

The embarrassment proved shortlived. 
Undaunted, China has redoubled its ef- 
forts to increase its gold exports. At the 
moment it ranks sixth in the world after 
South Africa, the Soviet Union, the Unit- 
ed States, Canada and Australia. Last 
year, China’s total gold production was 
about 65 tonnes; of that, 62 tonnes was 
mined and the rest extracted through 
chemical processes. About 32 tonnes was 
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Hongkong takes its cut 


mined by prospectors, spurred into action 
by government incentives introduced 
over the past six years. 

These started with the lifting in 1978 of 
government restrictions on prospecting 
by individuals. The government now pays 
10,000 yuan ($2,650) and $5,000 in Amer- 
ican dollars for new discoveries of 1 tonne 
or more. To increase production, it has 
also raised the price at which it buys from 
individuals from last year’s 696.6 yuan a 
troy ounce to 895.7 yuan. That is still not 
enough to stop prospectors smuggling 
their gold out of the country to get a 
higher price. 

To skirt China’s cumbersome banking 
regulations, jewellery factories in Peking, 
Guangzhou, Xiamen, Fukien and Shang- 
hai are now accepting payment for goods 
in bullion. So much so that lorries carry- 
ing gold bullion regularly travel back and 
forth across the border with Hongkong. 

China could recover a lot more of its 
mineral wealth if it had better mining 
equipment. So far, the government has 
spent precious little on improving the 
efficiency of its mines. A quarter of 
China’s gold comes from Shandong prov- 
ince, the country’s “gold coast”, But 
much of the remainder is dispersed across 
the country. This makes it hard to get 
modern equipment into mining areas and 
as difficult to ship the mined gold out. 
The government has set aside 300m yuan 
($80m) for investment this year. 

In addition to the joint venture with 
Hunker Gold, the government has asked 
several foreign firms—including Wright 
Engineers of Canada and Britain’s Davy 
McKee—to act as advisers. Heilongjiang 
province has offered foreign companies a 
chance to invest in three of its gold mines. 
But the government is still torn between 
reluctance to involve foreigners in an area 
as sensitive as gold mining and its desire 
to meet its target of doubling output by 
1990. 
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ar market a in ae 
950s when America was running 
deficit 


fope s top f financial centre—not because of its 


other reasons) it is the 


vestment in Europe. This created 


a pool of dollars there. Many of 


these dollars were deposited in 
London, because it had long been 
the main centre of banking and 
trade finance. The banks had to 


do something with these depos- 


its, so they started to finance 
trade with dollars instead of 


During the 1960s American 
banks followed the dollar to Lon- 


‘don to exploit the growing capital 


pool. They liked making ripples 


inthis pool, lending to each other 


and their clients, because the 
London interbank market was 
relatively free from regulation. 
The Americans and the other 
banks which came to London 
benefited from the lack of mini- 


mum reserve requirements in the 
Eurocurrency 


market. Banks 
which make domestic loans in 
sterling, D-marks, dollars or 
whatever have to deposit a cer- 
tain percentage of these assets 
with their central bank as inter- 
est-free reserves. That pushes up 
their costs, and hence the rate at 
which they can lend. This means 
a bank can offer a multinational 
firm cheaper money from its Lon- 
don Eurocurrency subsidiary 
than from its New York head 
office. 

While freedom from regulation 


t attracted international banks to 


London, an excess of American 
regulation triggered the first Eu- 
robond issue in 1963. In an at- 
tempt to cut back the balance-of- 
payments deficit, the Kennedy 
administration introduced an in- 


>- terest-equalisation tax. This dis- 
j P A foreign bond issues in 
2 the domestic dollar market. 


It was Sir Siegmund Warburg 
who invented a product that satis- 
fied both borrowers, who wanted 
dollars without having to pay the 


new tax, and lenders (who had a 
surfeit of Eurodollars). Autostra- 
“de, the company which runs Ita- 
Jy's motorways, issued $15m of 
ee bonds which a syndicate of inter- 


months) and get their ¢ 
. from the bank. i 


bonds carried a coupon of 5}%— 


ie, during their five-year life, they 
paid 53% of their face value to 
the investor, every year. 

The issuance of Eurobonds is 
known as the primary market. 


The trading of existing Euro-- 


bonds is known as the secondary 


market. In the early years, most 
Eurobond investors were rich in- 
dividuals in the Benelux coun- | 


tries, or Swiss banks managing _ 
money for their private clients. 
For them, Eurobonds had a par- 


ticular attraction: they are bearer 


bonds. That means they ce 


to whoever holds them. As w. 
are not registered securities (às, 
for example, British shares or 


American bonds are), tax au- 
thorities have no way of ee 
who owns Eurobonds. Much of 
the Eurobond market was there- 
fore built on tax avoidance. Only 
in the past ten years have tax- 
paying institutional investors be- 
come the biggest buyers. | 
The Vietnam war worsened 
America’s balance-of-payments 
deficit. With more dollars 
washed up in London, a new 


Eurocurrency lending by centre 
| Total, Sept 1985: 
$25 trillion 


Source: Bank of England 


technique was developed in 1968 
to recycle them: the syndicated 
loan. 

International banks formed 
syndicates to make medium-term 
loans, generally priced as a per- 
centage “spread” over LIBOR— 
the London Interbank Offered 
Rate, which is the benchmark for 
interbank lending. Banks fi- 
nanced these floating-rate loans 
by borrowing short-term in the 
interbank market. At the same 


time, a new funding vehicle ap-. 


peared: the certificate of deposit, 


return for cash, as an alternati 
to taking deposits. Investor: 
CDs can sell them or wait till 
expire (typically after a 


borrowers out of the market. 
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New Eurodollar issues of bonds | 
fell by 50% in 1974. at 

By contrast, the syndicated- 
loan market flourished. It proved 
the only vehicle capable of recy- 
cling the OPEC oil surplus. Arab. 
investors deposited petrodollars 
with London banks, which lent 


. them on. to the deficit countries. 






| oil shock in 1979-80 - 


gave another fillip to the inter- 


bank and syndicated-loan mar- 
kets. Billion-dollar credits to Ni- 
geria, Poland and Brazil seemed’ 
to be profitable. As bankers: 
stampeded towards the- third- 
world debt crisis, not one leading 
international bank held back— 
though the Swiss lent the least. 


Buying risk 
Meanwhile, in 1980, 






transformed the market. T he tre 
ditional mechanism was known 
as Open-pricing. When a borrow- | 
er awarded a Eurobond mandate 
to a bank, the price would be left _ 
open. Later, when the bank had 
assembled a syndicate of under- 
writers, it would set the coupon 
in line with market conditions. 
The change was pioneered by 
Credit Suisse First Boston 
(CSFB). It introduced the bought 
deal, whereby the bank offers the 
borrower a bond issue at a set 
coupon—say,” 10%. If the bor- 
ree 
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-matched fed rate Eurobonds. 
< The rise of the Note Issuance 

Facility (NIF) took another bite 
“out of the syndicated loan mar- 
“ket. NIFs allow borrowers to ob- 








almost 


tain medium-term money 
through the sale of three- or six- 


month Euronotes. If the notes 


cannot be sold, the banks which 
underwrite the deal for a fee have 
to buy the notes. NIFs offer the 
borrower cheaper money than 
syndicated loans, thanks to the 


liquidity and short-term nature of 


the Euronotes. NIFs boomed in 
1984, when banks bought most of 
the notes. But increasingly, insti- 
tutional investors are buying both 
Euronotes and FRNs, treating 
both as comparable with cps. 


Who needs banks? 


In 1985, a new market grew out 


> of NIFs: Eurocommercial paper. 
m Borrowers realised that if they 


- dispensed with the underwriting 












_- were heavily exposed to Latin 
< America. They suffered with- 
_. drawals of deposits on the inter- 
bank market, which shrank. A 
tun on Continental Illinois led to 
-dts de facto nationalisation. 


Confidence in the banking sys- 


tem: was restored gradually, but 
_ the crisis left a permanent im- 
pression on both lenders and in- 
- vestors. They wanted their assets 
to become more liquid (ie, sell- 
able) or more short-term, so they 
could reduce their exposure to 
_any borrower that looked in dan- 
‘ger of defaulting. 
- Euromarket bankers devel- 
oped new techniques which met 
< c$- craving for liquidity, and 
sased. borrowers by providing 
‘money. Cheaper, be- 
tors accept a lower 
pour a 
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n half of a NIF, short-term note 
issuance alone could provide 
cheaper money than credit lines 


- Eurocurrency market size 


Tare 476 78 80 82 sa 


Sources: Morgan Guaranty: OECD, Euromoney | 


from banks. Volvo, General Mo- 
tors and BP were among those 
who sold Eurocommercial paper 


ror at rates below LIBOR. Bankers 
; to” had already groaned while Amer- 
_ ica’s $300 billion commercial pa- 
> per market gobbled up their best 
-company loans in the United 
‘States. Now they face a similar 
. prospect in Europe. If companies 
exchange temporary cash imbal- 


ances through buying and selling 
each other’s commercial paper, 
who needs banks? 


This is part and parcel of secur- 


itisation, the term used to de- 
scribe. the trend for tradeable 
securities to replace bank loans. 








with greater liquidity. 
swaps. market, which ap- 
din 1982, allows borrowers 







fo make their debts 
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It provides: lenders and investors 


When two parties swap each oth- 
er's debts, they agree to meet 
each other's interest payments, 
and, on a currency swap, to meet 
each others repayments of 
principal. 

While the original debts re- 
main in place, each party has 
effectively transformed the na- 
ture of his debt during the life of 
the swap. Swaps allow countries 
and companies to change the 


structure of their debt. They can 


swap out of floating-rate debt 


into fixed-rate, or out of yen into 
dollars. Active debt management 


is now as essential for corporate 
treasurers as active asset manage- 
ment is for fund managers. 

When linked to new bond is- 
sues, swaps allow borrowers to 
raise money more cheaply than 
they could on a simple Euro- 


bond. Both parties gain, because | 


a swap exploits the relative ad- 
vantages of each counterparty in 
different markets. For example, 
banks can often issue cheap 
fixed-rate bonds, because they 
usually prefer floating-rate debt 
and therefore have little fixed- 
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Fes 


issuance 
faciitiest 


coupon debt. Medium-sized in- 
dustrial companies, however, can 
borrow relatively cheap floating- 


rate money from banks but would 


have to pay a premium to borrow 
fixed-rate Eurobonds. 

As a result a bank will typically 
issue a fixed-rate Eurobond and 
swap the proceeds with an equiv- 
alent amount of the industrial 
company’s floating-rate debt. 
They will adjust the payments so 
that each gets the sort of debt it 
wants several tenths of 1% 
cheaper than it could without the 
swap. 

So great are the advantages of 
interest-rate and currency swaps, 
that about 70% of all Eurobond 
issues are swap-linked. Swaps.are 
now running.at about $100 billion 
a year, perhaps more. They have 
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7 bought oo institu onal inve: 
tors keen to diversify th 
portfolios into overseas stock. 
But Euro-equity is mainly a pr 
mary market. Once issued, most 
stocks trade in national stockmar 
kets. A few international stocks 
are traded in London and N 
York by telephone, but the Eur 
equity market is a long way from 
Eurobond-style, screen-cum-tel 
phone secondary market. s 

As none of the Euromarkets 
depends on a trading floor, th 
is no strict reason why the ba 
which power them have to be 
London rather than strung . 
across the world and linked el 
tronically. Some Eurodollar de 
posits are made in Luxembout 
and some Eurobonds traded 
Frankfurt. But London’s 
grows stronger. Deutsche B: 
and Paribas recently moved 
Eurobond business to the 

The people who run the Eu 
market think they will be be 
informed about the latest: 
and ideas if they spend time. 
ting to each other. If you wan 
hire traders, or if you want to 
understand the latest flip- 
convertible bond issue -y 
stock-index options attat 
you do not go to Li 
That i 1S good | news for 











Information for Siemens shareholders 


































As anticipated, Siemens did not attain last year's unusually high level 
of sales during the first nine months of the 1985/86 financial year 
(ending 30 September). However, in tine with medium-range goals, 
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Owing to the billing of three nuclear power plants, last year's third- 
quarter sales leaped 38% to £12,282m:; because no comparable pro- 
jects were billed in the period from 1 October 1985 to 30 June 1986, 
sales at £9,954m were 19% below 1984/85 levels. Apart from the power 
plant sector, there was a slight overall sales growth of 1%. Even more 
Strongly influenced by the fluctuations in power plant billings were sales 
figures for the German domestic market. Here, total sales at £4,678m 
remained 32% below last year's comparable levels despite gains 

of 10% outside the power plant sphere. At £5,276m, international sales 
The level of new orders reflected the absence of new power plant 
contracts and currency changes. Worldwide new orders of €11,333m 
were 7% down on the same period fast year: excluding the power plant 
business, the level of order intake was maintained, New orders in the 
German domestic market, at £5,483m, were 5% below the comparable 
figure for last year. However, if the power plant business is excluded, 
Siemens groups achieved a growth rate of 7%. Two-figure growth was 
recorded by the Power Engineering & Automation Group, the Communi- 
cation & information Systems Group, and the Electrical installations 
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Orders in hand climbed 6% to £16.999m. Inventories have grown 18% 
to £6,229m since the beginning of the financial year. 
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in the first nine months of the current financial year, the total number 

of employees increased 3% to 357,000 worldwide. Siemens now 
employs 244,000 people in the Federal Republic of Germany and Berlin 
(West), 4,000 more than at the beginning of the financial year. Outside 
Germany, the workforce increased from 108,000 to 113.000. An average 
of 353,000 people were employed during the period under review 
compared with 334,000 in the same period last year. Employment costs 
rose 7% to £4,596m. 
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In pursuing it's growth targets, Siemens increased capital expenditure 
and investment to £993m in the first nine months of the current 
financial year, mainly tor new high-tech factories. This was 26% more 
than in the same period last year and double the amount spent 

during the full financial year 1982/83. 

Net income after taxes was £ 293m, yielding a net profit margin of 2.9% 
as against 2.5% for the comparable period tast year. 
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i Higher net margin and more employees than last year 
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All amounts translated at Frankfurt middie rate on 30/6/1986: £1 = DM 3.3640. 


there was a rise in the number of employees and a substantial 
expansion of capital spending. it was also possible to increase the | 
net profit margin. z _ 

were 2% below the previous year’s total, owing to the conversion of a 
weaker dollar into German marks. 
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Siemens shows continuous sales growtt 
and fluctuation in power plant business 


The level of power plant sates is determined by the billing dates of 
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_ Banks the world over are being knocked 
off balance by the dwindling Yankee 
dollar. America’s weakening currency 


(down 30% against those of its trading _ 
~ Partners since its peak in February 1985) 









_ along with lower oil prices and interest 
-rates have rewritten the competitive line- 
up among internationally-minded banks. 
_ Strong domestic currencies have given 
__ non-American banks the wherewithal to 
lend more, buy more and to expand faster 
nto international capital markets than 

eir Ar nerican rivals. Americans, how- 
ever, expect longer-term benefits from 
: their cheape: ning currency. 



















Me __ American banks feel little direct a | 


debtors. Certainly, the dollar capital with 
which they back their multi-currency as- 
sets may go a little less far. But most of 
America’s banks have strong capital 
bases now, after regulators’ worries about 
third-world and other dubious debt 
scared them into raising more capital. As 
most of the world’s borrowers want dol- 
lars, less than 10% of big money-centre 
banks’ assets is in other currencies. And 
income from these forex loans is anyway 
worth more when translated into dollars 
on the profit and loss account back home. 

The picture is more complicated for 
foreign banks. 
foreign banks climb up league tables that 
are based on dollar-denominated assets. 
As the chart shows, Citicorp is losing the 
number one spot and BankAmerica will 
be lucky to stay in the top ten. Yet for 
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When the dollar falls, 





example Switzerland’s biggest, Ur 

Bank of Switzerland, has over half 
assets in foreign currency, mainly dolla 
So do France’s Banque Nationale d 
and Crédit Lyonnais, according to IBC 
London-based bank research fir 
eign currency assets at Japan’s Sum 

and Dai-Ichi Kangyo, mostly in do 
are about a third of their total. ~~ 

This means that assets, when tr 
into the home panne are g uM 














dollar loans a are to “dubious 


business i is PEN too. Pretax pront its s 
NatWest USA rose by 6% (in dollar te: 
in the six months to June compared. with 
the same period of 1985, but fell by 11° 
when consolidated with its parent’s i 
sterling. For West German, Swiss © 
Japanese lenders, American interest rate 
may be sufficiently higher than those at 
home to make the currency depreciation 
of the asset appear worthwhile. British 
banks, though, find higher interest rates 
at home. ; 

As the falling dollar reduces a chunk of 
European and Japanese banks’ assets, so 
it strengthens their capital ratios. Most.of 
the banks’ capital is denominated in their 
home currency; if it is a strong one, it 
makes their ratios look better. That is 
changing as banks try to raise new capital 
in currencies which reflect the growing 
international component in their bus 
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] ri ish banks ave ad in y dollsrdé- 
nominated perpetual floating-rate notes 
in the past two years, for instance. Ger- 
man and Swiss banks—after a recent 
capital-raising | drive to match new con- 
solidated reserve requirements-——are now 
well-endowed with mainly strong-curren- 
ey capital. 
What will foreign banks do. with their 
windfall? German banks intend to ex- 
‘pand the capital-markets activities and 
ywn-account securities trading that has 
arned them handsome profits over the 
ast 18 months. Loan demand is also 
inning to revive, they say, and they 
1 tc capture a bigger chunk of it. The 
y much the same. Several have 
oreign acquisitions, too-—espe- 
ally in America—as do the British. All 
ire keen to see what the Japanese will 
lecide to do. 
Japanese banks have already upset ri- 
vals by their cut-price lending in interna- 




















Ino any two weeks, foreign exchange 
traders do as much business as inter- 
-national exporters of goods and services 
- do in a year. Yet statistics on currency 
markets have been notoriously sparse. 

Now, for the first time, co-ordinated 

surveys by the central banks of Britain, 
< America and Japan have filled in some 
of the gaps. They confirm both that 
business is booming—turnover is at least 
$200 billion a day, making it the world’s 
biggest financial market—and that Lon- 
. don sees the largest share of it. 


S/E 30% — 









tio 





further loss-leading loans. 

Japanese banks ventured into foreign 
purchases three years ago. Since then 
they have acquired a string of American 
banks and other financial firms (Sanwa 


and Mitsubishi have shopped in Califor- _ 


nia, for instance, Fuji in Illinois) and 
Sumitomo bought Banca del Gottardo in 
Switzerland. The yen now fetches 55% 
more dollars (and 44% more pounds) 
than it did a year ago, which is one reason 
why Sumitomo is negotiating to buy into 
an American investment bank, Goldman 
Sachs. Other deals—outright purchases, 
minority stakes and joint ventures—are 
probable, perhaps during 1986. First Bos- 
ton (a Wall Street investment house) and 
Union Bank (Standard Chartered’s Cali- 
fornian commercial-bank subsidiary) are 
both possible targets. 


he currency carousel 


sharply in recent years. 

In America, banks’ foreign exchange 
dealing has grown by 92% (to $50 billion 
a day) since 1983, when the Federal 
Reserve Bank of New York last made a 
survey. Financial firms that are not clas- 
sified as banks—mainly Wail Street secu- 
rities houses—did another $8.5 billion a 
day in March, and brokers’ deals with 
parties other than American-based 
banks probably add another few billions 
to the total. Trades between dollars and 
D-marks are the most frequent, followed 


k Average daily* foreign exchange turnover, by currency 
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‘markets. They now hold a quarter 
of international banking assets, compared 
with the Americans’ 18% share. Longer- 
term investments are more likely than 
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` Banks and brokers i in London handled 
some $90 billion-worth of i urrencies a 
day during the first two weeks in March 
_ when the survey was madi (see chart). 
_ Brokers: arranged a further $2 billion a 
day between | parties outside Britain. This 
s almost twice the $50 billion figure for 
- London suggested in 1984 in a report by 
the Group of 30, a research outfit fi- 
= manced by big banks and multinational 
companies. This’ earlier study probably 
underestimated ‘turnover. B 


gut by any 
measure pie volume of tr ding. has ri risen 


by trades with yen and sterling. 

Japan has grown fastest of all. There, 
foreign exchange trading, at some $48 
billion a day in March, was four times 
higher than levels estimated by the New 
York Fed in 1983. Among other liberali- 
sations, since February 1985 banks in 
Japan have been free to trade yen for 
dollars with other banks. Business, al- 
most all of it yen-dollar, has taken off. 
Tokyo’s traders have left Hongkong s 
and Singapore’ s standing. 

Figures: for. the three centres are not 































































































Firing and hiring 


J apanese banks employ too many cutis 
bowing politely at customers and not 
enough people to program the computers 
meant to replace them or to sell the stocks © 
to pay them. Financial deregulation is 
forcing a chang i 
at the banks faith in two celebrated 

labour practices in Japan’s big compa- 

nies: lifetime employment and pay-by- 

seniority. 

As more Japanese interest rates are . 
gradually being set by market forces in- | 
stead of by the governme! an 
are becoming more costly. Roug 
thirds of commercial banks’ ne\ 
now come from free-market instr : 
compared with less than a third five yea adi 
ago. This is squeezing profit margins. So. 
























strictly comparable, nor are they com- 
prehensive. America’s, for example, 
cover a suspiciously small number of 
banks (123 to Britain’s 347), while Brit- | 
ain’s leave out some foreign investment f 
banks. Some foreign exchange dealing 
between companies escapes — all three 
surveys. So, more importantly, does 
trading in other places. Frankfurt’s trad- 

ing volume, for instance, was put at 
about $16.5 billion in 1984 by the Group 

of 30. In May this year, the West Ger- 
man Bundesbank relaxed minimum re- 
serve requirements for foreign currency 
transactions with non-residents, and 
trading is picking up. 












$Y 82% — 


* Based on surveys by ceréral barks in March 1906 


What is fuelling the boom? The vola- 
tility of currencies, in part, and the 
increasingly elaborate. sequence of trans- 
actions needed to. oe against it. The 

ark artici ; 












ice within a year, or even a few months. As a 


they have more glitter than precious metals, but the 










u ull over the place.. Mr Nelson 

k cer Hunt would have. found dt much 
sier and cheaper to corner the bismuth 
han the silver one. Smaller in- 
han he do try such things. But, 
nt did in silver, they often run 









ondon is the centre of the world’s 
de in strategic metals. The name is a 
misnomer; there is not necessarily any- 
hing strategic about the metals (some, 

, have military uses), just that 
ies and demand are both very 
ondon has about 30 wheeler- 
yperating in the markets for 
muth, cadmium, cobalt, se- 
id many others. They trade by 
telephone and Telex, and have their own 


















_ without metal ever having to move from 
_ its warehouse in Rotterdam. 
. “Frading was at its most frenetic in the 
{| < mid-1970s when fears of shortages multi- 
| © plied the prices of some of the minors. 
“The markets now have fewer investors, 
but’ money-making opportunities - still 
arise. 
|<» Rhodium, for example, has doubled in 
> price to $1, 200 an ounce over the past 15 
| months. In 1984 it could have been 
-| bought for less than $400. It shot up to 
| $1,170 in 1985 when traders reckoned 
| supply was insufficient to meet projected 
~~ “demand, then fell right back to $600. 
The fluctuations made some investors 
rich, and helped send others. out of 
usiness. It is more risky than most 
sb cause it is difficult to “short” 













alling market by selling for 
ry, say. Hiroe months into 
| ther 


























‘on Cars to clean up ibe air, Without a 
lean-burn engine (still to be perfected), 
there i is no substitute for thodum in -such 


Gold may not double in price, but it is 
Ot going to plummet to nothing—unlike — 
n tegic metals, for which prices — 


futures market. They can trade for three 
_ or six months forward, and sell contracts | 


he bring: prices down with a bump. They 
-also keep an eye on South Africa, in case 

political or industrial disruption cuts pro- 

‘duction there. 


Cobalt had its day in 1978 when it 


‘soared from $5 a Ib to $50 on news of 


political unrest in Zaire, one of the 
world’s biggest producers. In fact there 


Was never any significant disruption to 


cobalt supply; but once a price-run gets 


-under way, facts are soon forgotten and 


rumours. take over. Tales that cobalt- 


_carrying trucks were found abandoned in 


the jungle. containing only the bodies of 


the drivers were never verified, but did a 
great deal for prices. 
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Source: Strategic Metals Corporation 

Cobalt prices have sunk this year, 
because of the collapse of the main. 
producers’ price-support pact. In Janu- 
ary, Zaire and Zambia were holding 


prices at $11 a ib, as they had for a year. 


Then smaller producers started under- 
cutting the price. Chocolate manufactur- 
ers and others began to sell cobalt ob- 


tained from barter deals with Zambia 
and Zaire. Traders went short, 


and 
prices plummeted. Cobalt is now trading 
below $4 a Ib. Zambia and Zaire are 
energetic sellers, trying to run down 


stocks, win back market share and possi- 


bly flush out some of the small 
producers. 

Much may depend on South African 
politics. In 1984, cobalt went from $6 to 
$12 a Ib in two months simply because 
Zaire ran out of drums to put the cobalt 
in. South Africa, traders point out dark- 
ly, supplies Zaire with drums. Some 


cobalt is shipped through South Africa, 


-but while the traders are pushing prices 
down, fears of South African retaliation 
against the front-line states have done 

_ -nothing to strengthen the market. The 
supply overhang has to be run down 
uid -before cobalt can return to $11. 








‘however. Its toxic properties have ab . 


believe that big money can be made in. 







1984 it was $6.50, up 
Bismuth’s. greatest 
1974 when the pric 
an paaa $ 























caused. stomach cance: 
quantities. . : 
Lack of information h 
minor metals markets flu 
and makes bismuth esr 
No statistics are publicl 
supply and demand o 
more than in other mark 
positions purely on the ba 
of strikes, productio 
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uses and so on. 
Cadmium is the old stager of the — 
minor-metal business. In the past it has 
led brief flurries which can send minors’ 
prices up by 10-20% in days. It has ` 
fluctuated between 60 cents a ib and $3 — 
during the past ten years. The longer- 
term news for cadmium is not. good, ~ 


ready had it banned in Sweden, and 
West Germany takes a dim view. of its 
use. At 90 cents a ib, most traders do not 


the cadmium market. 

Selenium is used in pigments, photo- 
copiers and dandruff shampoos. It is 
prone to strong price movements when 
speculators move in. In the boom years: 
of the 1970s it traded at prices as high a 
$40 a Ib; this year its high was $7, then 
fell to $3.50. Then, in July, anew. 
operator in the strategic metals marke 
Kaines Corporation, thought selenium 
was a bargain, bought some and sent the 
price up to $5. A resurgence of interest — 
in minor metals could take the selenium _ 
price up to $8 again, traders say, but . 
there is no sign of a change in. pessimistic 
sentiment yet. 
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But can they make tea? 


all are trying to cut costs and to automate. 
At the same time, deregulation is allow- 
ing banks into new areas of business for 
which they need to buy in expertise—fast. 

During the past three years, Japan’s 12 
city banks (ie, nationwide and retail 
banks) have trimmed their full-time cleri- 
cal staff (mainly young women) by 
15,000, roughly 10% of their total pay- 
roll. This reduction has been possible 
because Japanese female workers leave 
(or are pushed) in their late 20s to start 
families. Instead of hiring new full-tim- 
ers, banks have replaced them with just 
10,000 temporary staff from employment 
agencies. 

Full-time jobs are being created, how- 
ever, for bank officers. Traditionally, 
banks have recruited by hiring new gradu- 
ates. Once hired, graduates then stay with 
the bank for their entire career, ascending 
a pay scale based on their graduation 
date. Job-hopping is rare because it is 
impossible to join another big bank or to 
rejoin once gone. It is mostly who you 
work for, not what you do, that brings 
prestige in Japan. 

Yet banks are being forced to dabble 
with a radical idea: hiring in mid-career. 
Shortage of own-bred skills is the reason. 
Banks are barred domestically from most 
securities business, but not from govern- 
ment bond sales nor from securities deal- 
ing outside Japan—both areas into which 
they are expanding rapidly. They are also 
Short of foreign exchange dealers and 
computer engineers. Too pressed to train 
staff from scratch, the big banks have 
begun to hire 25-35-year-olds with some 
international experience from smaller 
banking rivals, securities houses and 
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manufacturing industry. 

Mitsubishi Bank is the first commercial 
bank to try mid-career hiring: It has taken 
on three systems engineers and three staff 
for its international division to augment 
the 280 new graduates hired this year. So 
far it says it has faced no problems 
assimilating the six mid-career hirings, 
but these are early days. The six were 
slotted into the bank's pay structure as if 
they had worked for Mitsubishi since 
graduating and had done averagely well. 
The bank was surprised to draw more 
than 350 applicants with a single newspa- 
per advertisement and plans to hire up to 
a further 100 mid-careerists this year. 
Two other banks, Mitsui and Sanwa, plan 
to follow suit. 

Trust banks are also rushing into new 
businesses and so, too, are turning to 
mid-career hirings. Sumitomo Trust has 
hired 24 experienced people in two batch- 
es since December 1985 (it averaged 80 
new-graduate hirings a year for the past 
four years). Partly, it is seeking to top up 
a shortage of bank officers in their 30s 
caused by cutbacks in new-graduate hir- 
ing in the 1970s. But it also wants to inject 
some new blood. One of its mid-careerists 
is a business journalist. Obviously, these 
are desperate times. 


America’s SEC 


On the insiders’ 
track 





NEW YORK 


It now seems likely that Mr John Shad, 
head of America’s Securities and Ex- 
change Commission, will not seek to have 
his term renewed. He has stayed on since 
his five-year term expired in June, but is 
tipped to become America’s next ambas- 
sador to Brussels. A pity, since his term 
has seen the SEC make great strides in 
exposing insider trading on Wall Street. 

The 200-strong enforcement division of 
the SEC is a proving-ground for bright 
young corporate lawyers who can quickly 
make their names in the courts and often 
move on to more lucrative things. Since 
September 1985, the sec has brought 25 
insider-trading actions, most involving 
several defendants. That compares with 
20 during the previous 12 months. In Mr 
Shad’s five years, the commission has 
brought 90 actions, or well over half the 
total number brought since Franklin Roo- 
sevelt set it up in 1934, 

In part, this is because financial Ameri- 
ca has become more criminal. In the high- 
pressure world of mergers and acquisi- 
tions, information is king. Inside 
information about an approaching take- 
over can help an investment banker hunt 





the job of defending the target. Arbitra- 
geurs, who bet on big moves in share 
prices, make most when they are tipped 
off about a takeover bid. Such tips come 
perilously close to insider trading. 

The evidence of Mr Dennis Levine, in 
America’s biggest insider-trader case, re- 
veals a network of interlocking cliques 
swapping tips at the margins of the law. 
Mr Levine is now awaiting sentencing by 
a federal district court, having settled the 
SEC’s case out of court. According to the 
SEC, over a period of four years Mr 
Levine was involved in illegal transac- 
tions involving the shares of 54 different 
companies. Litton Industries is also suing 
Mr Levine, his ex-employer Shearson 
Lehman Brothers and several others for 
$30m to recover damages it claims it 
incurred through insider trading by some 
employees of its former investment bank. 

The Levine case is only the biggest d 
many. There is the so-called “yuppi 
case (so far involving a ring of five young 
men) and the Katz case. The latter was 
settled out of court earlier this month and 
netted the SEC more than $3m in returned 
profits and fines, bringing its total take 
for the year so far to over $30m, $11.5m 
of it from Mr Levine. In 1985, Mr Paul 
Thayer, a former assistant secretary of 
defence, was jailed for four years on 
insider-trading-related charges. 

The scandals, however, say as much 
about the SEC’s growing toughness and 
sophistication as about the ethics of Wall 
Street. The SEC now routinely investi- 
gates all sharp price increases, interview- 
ing employees at institutions handling 
acquisitions, or watching for big trades. 

It is also on the lookout for the illegal 
gains. In the Katz case, it persuaded 
Switzerland's ever-less-secretive banking 
authorities to freeze money in one defen- 
dant’s account at the Union Bank 
Switzerland. Swiss banks co-operated 
the Levine case as well. But faced with so 
shadowy a foe, the SEC’s best hope must 
be deterrence: the disgracing of those 
caught insider-trading offers the best 
chance that bankers, lawyers and dealers 
will learn to button their lips and content 
themselves with their six-figure salaries. 


Prudential Corporation 


Off yer bike 


Prudential Corporation, Britain’s biggest 
insurance company, has a stuffy image 
with Joe Public—the “Man from the Pru” 
collecting premiums door-to-door. Yet 
commercially it is light years ahead of 
most of its rivals. Over the past few years, 
it has been transforming itself into a 
financial service conglomerate. The Pru, 
which began life by selling burial policies 
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e Siina 
, the Prudential has: 
| mortgages. Since Sep- 
has sold £200m ($300m) 
by banks such as Citi- 


management 


investment 


Lani first-time house payed i to 
1 to Prudential for mortgages and 
aa aang The | estate Seine 


12,000 field staff. 
Mr Corby wants. to shift his firm’s 


‘image away from the bike-riding premi- 


um collector. Next month, a big advertis- 
ing campaign and a beano for the press 
will stress the corporation’s new image 
and the range of its financial services. 
Prudential is already insurance analysts’ 
favourite, thanks to buoyant profits. 


Morgan Grenfell predicts that last year’s 


£76m net income will rise to £130m this 
year, because problem areas like motor 
and household insurance, and reinsur- 
ance are returning to profit. 


Prudential sees no need to buy a stock- | 


broker: it does not want to pump shares 
through its estate agents and sales force, 
preferring instead simply to benefit as a 
fund manager from lower commissions. 
Mr Corby is sceptical that much retail 


interest in direct equity investment will 


develop. And he doubts whether it is 
right, or wise, to encourage lower-income 
investors to risk playing the equity mar- 
kets. But he does want Prudential to 
provide a personal equity plan (PEP) ser- 
vice, when the government permits, as 
that could promote unit trust sales. 

Will Prudential buy a building society? 
From next January, building societies will 
be allowed to incorporate and to sell 
themselves to outsiders. The Prudential 


could find a building society attractive, 


for its high-street branches, its origination 
of mortgages and insurance, and its de- 
posit taking. The one financial service 
Prudential cannot yet offer its clients is 
deposit taking. So when a life policy 


matures, Prudential often loses savings to . 


a building society. Building-society de- 
posits could provide funds for Pruden- 
tial’s own mortgage lending. Mr Corby 
says that, for the time being, buying a 
building society “is not a priority”. But 
that does not mean that he does not at 
least have his sights on one. 


Investments in South Africa 
oo crusaders 


Pressure is growing on British pension 
funds to follow the lead of some Ameri- 
can funds and dump shares of companies 
connected with South Africa. Would 


portfolio performance suffer? Not if a 


private study prepared by Phillips & 
Drew, a London stockbroker, is any 
guide. It was commissioned by the now- 


defunct Greater London Council (GLC) 


and shows that over the five years to 
December 31 1985 the council’s pension 
fund would have performed better had it 
sold its six biggest holdings in British 


companies that do business in South 
= Africa. 


There are legal hurdles to divesting in 


sion x funds have run up ag | 

the Employee Retirement Incon 

ty Act, which protects fund 

against unwise investment 

ones that might cost them mo 

Britain, trustees of pension fun 

legally obliged to act in the best i 

of pensioners. If they make duff or r 

investment decisions which cost the ft 

money, they can be sued individua 

the loss. The principle was upheld 

courts in 1984, when Mr Arthu 

leader of the National L 

Mineworkers, tried to prevent 

ers’ pension fund from investin: 

In effect, trustees were legally b 

from using political or moral, as oppo: 

to financial, criteria for investment. . 
In America, public pension funds 

not legally hog-tied in the same v 

those of corporations. More 

states, 80 cities and local auth 

100 universities—with total inv 


of $200 billion—say they will se 


Africa-related shares. They can di 
several ways. The Massachusetts St 
Employees and Teachers Retiremet 

tem, which has total assets of $2.9 billic 

is gradually selling any stock with Sor 
African connections. It has sold more 
than $230m-worth since 1983. Connecti- 
cut’s public pension funds have sold 
shares in firms which do not compl: wi h 
the Sullivan principles, the voluntary 
code of ethics for American businesses 
operating in South Africa. The state's 
funds have so far sold $76.9m-worth of 
non-complying stocks from their total 


portfolio of $3.9 billion. 


British funds have faced less publi¢ 
pressure to follow suit, but this could 
soon change. More than 130 British com- 
panies listed on the London stockmarket 
have subsidiaries or associated firms in 


South Africa, employing a 


300,000 people: Barclays B 


stance, has a South Africa 


26,000; ict has 16,500. Brit 

Union Congress (TUC) wants union tr 
ees of pension funds to push for. ties Si 
of these shares and to replace them b 
shares in the more than 1,500 liste 
companies that do not have South Ad 
can businesses. 

For the GLC, Phillips & Drew examines 
the effect on its pension fund's perfor 
mance of six holdings in British firms wi 
significant South African connections. A 
March 31 1985, the GLC’s holdings: H 
these firms totalled £62.5m ($77m) 
£17.1m in Shell; £16.7m in British Petro 
leum; £8.2m in ICI; £7.5m in GEC; £7. im 
in Unilever; and £5.9m in Barclays Bai 
In the five years to December 19 
Phillips & Drew found that th 
stocks underperformed the FT 
All-share index for the L 
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ket by seven percentage points per year. 
These stocks probably underperformed 
the market for reasons other than South 
Africa. Still, Phillips & Drew says the GLC 
pension fund would have profited by 
selling the shares and spreading the pro- 
ceeds evenly among the other shares in 
the FT-A index. But only a brave fund 
manager would actually have done this 
since the six firms accounted for about 
25% of the index in 1981. And short-term 
performance is no guide to the long-term 
potential. 


Peru 


Pariah 





LIMA 


When banks cut off your credit, it is 
_ normal to weep. But Peru’: nresident, Mr 
Alan Garcia, appeared delighted when, 
on August 15th, the International Mone- 
tary Fund (IMF) declared Peru ineligible 
for further credits. Mr Garcia likes to play 
David against the imperial Goliath. On 
August 16th, in a speech from the balcony 
of his presidential palace, Mr Garcia 
warned a crowd of 10,000 supporters that 
hard times were ahead for Peru. He urged 
all Peruvians to unite against the external 
enemy. 

The IMF’s decision (see box) ended an 
attempt by Peru to bend the Fund’s rules 
by making only a partial repayment to it 
of $35m, instead of nearly $200m in 
arrears. Although Mr Garcia thinks his 
people will applaud the sight of him 
Standing up to the IMF, Peru’s financial 
isolation confirms what bankers have 
known for ages: that the country is in 
deep trouble. 
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Garcia fends off the evil Fund 





The IMF’s rogues’ gallery 


Peru is the fifth country since early 1985 
to be declared ineligible for loans from 
the International Monetary Fund (IMF). 
Its predecessors in the rogues’ gallery 
were Vietnam (in January 1985), Guy- 
ana (May 1985), Liberia (January 1986) 
and Sudan (February 1986). The gallery 
is a modern creation. Before 1985, no 
IMF member country had fallen so badly 
behind on repayments of its debts to the 
Fund that it was barred from further 
borrowings. 

Two countries had previously been 
declared ineligible for different reasons, 
however. One was Czechoslovakia 
which provoked a ban in 1953 by ceasing 
to provide data or to hold regular consul- 
tations with the IMF. This was during the 
cold war, shortly before the country’s 
withdrawal from the Fund in 1954. 
Guess which was the other? The answer 
surprisingly is France. 

France’s outlawing was not due to the 
excesses of some socialist government. 
Its foul was more technical than that. In 
January 1948, when the French govern- 
ment devalued the franc from the rate 
fixed at Bretton Woods, it also intro- 


Commercial bankers ruled Peru off 
limits for new lending when the Belaunde 
government stopped paying interest on its 
debt almost two years ago. Mr Garcia 
hardened bankers’ attitudes with his own 
ruder approach to foreign creditors when 
he came into office in July 1985. He said 
at the time that he would limit debt 
repayment to the equivalent of 10% of 
Peru's exports. 

Peru’s most recent agreement with the 
IMF was in 1984, and Mr Garcia has sworn 
not to sign another. He says that Peru will 
pay back debts only when and with what 
it can afford to. With most borrowing 
windows already closed, he reckons the 
impact of ineligibility is minimal. The 
president of the central bank, Mr Leonel 
Figueroa, claims that the country’s $200m 
in trade credit lines will remain intact. 
Most of these are unwisely extended by 
European banks. Peru trusts that dis- 
bursements on some $1 billion in project 
loans already agreed with the World 
Bank and the Inter-American Develop- 
ment Bank will also proceed as 
scheduled. 

Still, ineligibility will affect new loans 
from everybody. They will sour the cli- 
mate for Peru’s first negotiating session 
with its commercial bankers, which hold 
$6 billion of Peruvian debt, due to open in 
late September. According to Peru’s chief 
debt negotiator, Mr Gustavo Saberbein, 
a batch of European and American banks 
seem prepared to accept payment in kind 
for one of every three dollars owed. Peru 
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duced a two-tier currency. A new official 
rate was fixed; but at the same time the 
French brought in a second, free-market 
rate under which some exporters and 
importers could trade francs freely for 
dollars and Portuguese escudos. In those 
days, a multiple currency was banned b 
the Fund, unless a country had its specif- 
ic consent (nowadays, lots of countries 
use dual currencies, including Peru). So 
France was declared ineligible for Fund _ 
loans. Fortunately, France ended its 
multiple rate in October 1948, so was not 
a pariah for long. 

The decision to bar members from 
further loans is not taken lightly. Once a 
member is a month overdue with repay- 
ments, the managing director of the IMF 
reports it to the board. It then allows six 
months or more for discussions, giving a 
country plenty of time to mend its ways 
before a formal decision is taken to 
declare ineligibility. When it was cast 
out, Sudan owed the Fund SDR227.1m 
($250m); Liberia owed SDRS52.4m; 
Vietnam owed $34m; and Guyana was 
behind by $27.7m. None has yet cleared 
its debts. 


will propose a rescheduling of its deb) 
over 25 years, with a 3% interest rate anc 
five years of grace. Neither proposal wil 
be acceptable to most banks. A settle- 
ment of commercial or of official debt i: 
unlikely until Peru returns into gooc 
standing with the Fund. 

Without fresh credit or foreign invest 
ment, Peru’s economy is likely to wilt. A 
present, Mr Garcia romantically believe: 
that his strategy of fixing the exchange 
rate, while stimulating demand by in 
creasing wages and freezing prices, is 
working fine. Peruvian industry is enj 
ing a mini-boom, and his governmen 
predicting growth of 5-6% this year. In- 
flation is running at 70%, much lowe 
than the 250% Mr Garcia inherited wher 
he came to office. 

Unfortunately, the fixed exchange rate 
provides no incentive to export. Mr Alvz 
Castro, the minister of economy anc 
finance, says he will not devalue the 
currency before the end of 1986. Instead 
he has opted for a partial, covert devalua 
tion by allowing more products access tc 
the financial exchange rate of 17.4 intis tc 
the dollar, 25% more intis than you get a 
the official rate. Businessmen are no 
tempted by that. As price controls are 
blocking imports, stocks will start runnins 
down fast. 

The government has so far been able tc 
buy time by not paying foreign creditors 
But for how long? When Peru’s foreigr 
reserves disappear—perhaps about a yea 
from now—its time will be up. 
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further expansion of the service spec- 

trum was among the paramount 
corporate policy objectives of DG BANK - 
the central bank, liquidity manager and inter- 
national arm of West Germany's cooperative 
banking system - during 1985: 

In New York we established DG Securities 
Services Corporation to act as broker, invest- 
ment adviser, and portfolio manager for U.S. 
institutional investors interested in non-US. 
securities. 

In Tokyo we participated in founding the 
European-Asian Trade Service Company 
which supports the clients of our system in 
gaining access to the Japanese market. 

Our subsidiary DG Agropartners com- 
menced operations as a consultant for inter- 


DG BANK 1985: 
Service Spectrum Further Expanded 


national joint ventures in agribusiness; one 
of the starting points for its activities is the 
cooperation agreement concluded in 1985 
between DG BANK and the Agricultural Bank 
of China. 








Business Volume DM 111.8 billion 
Total Assets DM 103.7 billion 
Deposits DM 60.4 billion 
Bonds and Notes Issued DM 36.4 billion 


Loans DM 75.2 billion 


The growth of the DG BANK Group's busi- 
ness volume in 1985 was enhanced by our 
takeover of the current banking business of 
BRZ AG of Munich, whose operations we con- 


DG BANK 


DG BANK 1985 — Key Group Figures 


tinue in a special Bavarian Division named 
“DG BANK Bayern”. 

Group profits before taxes were DM 356 
million in 1985, a good 40 percent above the 
previous-year level. Aftera substantial increase 
in equity capital - to DM 2.3 billion — an un- 
changed dividend of 5 percent was again 
distributed, tax-free to recipients. 

Head Office: DG BANK, P. O. Box 1006 51, 
Am Platz der Republik, 0-6000 Frankfurt am 
Main 1, Federal Republic of Germany, Tele- 
phone: (69) 7447-01, Telex: 412291. 

Offices in: New York, Los Angeles, Rio de 
Janeiro, Hongkong, Singapore, Tokyo, Kuala 
Lumpur, London, Luxembourg, Zurich. 


The broadly based Bank. 


Discover gold 
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The micro that thinks it’s a 


maintrame 


"A new generation of desktop computers 
Bs about to hit the market. Based on 
tel’s 80386 microprocessor. they will 
ave about 22 times the processing power 
Jf today’s IBM PC. That is enough to run a 
|| office, create complicated engineer- 
graphics or crank through the tortu- 
us reasoning of artificial intelligence. It 
as more power than computer makers 
know what to do with. 

Nearly every company that now makes 
An IBM-compatible desktop computer 
seems to be developing a new machine 
musing the 80386 chip. Many industry watch- 
rs think that Compaq will be first to 
market in early September. IBM, as usual, 
wvill probably take its own sweet time in 
wetting to market—leaving competitors 
waiting nervously to see what new, pro- 
prietory twists Big Blue puts into the 

echnology. But the main problem facing 
companies building 80386 machines is to 
find uses for all the power there will be in 
their $10,000 packages. 

The new chip should be able to run all 
the programs written for computers using 
Intel’s 8086 Or 80286 microprocessors, 
which include the IBM PC and compatible 

hines—but it will do so much faster. 

an work through 4m instructions a 
second, roughly as many as Digital 
Equipment’s VAX 8600 minicomputer. The 
80386 Can use much more memory than 
today’s PCs. These work with one mega- 
byte of memory in chunks of up to 64 
kilobytes; the new chip will work with up 
to 4,000 megabytes. 

Although a handful of number-crunch- 
ing applications might require the chip’s 
full attention, most of its power would 
simply be wasted on an office worker 
tapping away at his word-processor or 
analysing accounts on his spreadsheet. 
One obvious way to use the power of 
computers built around the new chip is to 
share it out among several programs or 
several users. But that requires an operat- 
ing system that can keep track of the 
various programs the machine is working 
on at any given time, and their data. 
“Windows”, the latest enhancement of- 
fered by Microsoft to the DOS operating 
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system standard for IBM-compatible com- 
puters, allows very limited “multi-task- 
ing”. But DOS can use only 640 kilobytes 
of memory; the new chip deserves a new 
operating system. 

There are two candidates for the job. 
Various companies are converting AT&T'S 
Unix operating system to run on the 80386. 
But the clever money is on Microsoft, 
which promises to unveil early in 1987 a 
beefed-up, multi-tasking version of DOS 
that should still allow users to run all of 
today’s popular programs. Although 
Unix promises to be more powerful— 
particularly in dealing with multiple users 
of the same machines—less software has 
been written for it. 

A multi-tasking 80386 machine can be 
the focus of a network of personal com- 
puters, acting as administrator or data 
librarian for the less powerful colleagues. 


All this on a desktop 
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The market for such “work-group™ com- 
puters is forecast to be one of the fastest- 
growing areas in business computing. But 
companies have also spotted two other 
fast-growing markets which require the 
new chip’s power: graphics and artificial 
intelligence. 

Graphics programs, like those used in 
computer-aided design, are hungry for 
processing power and memory to draw 
and manipulate the lines they put on the 
screen. Although much of this drawing 
work will in future be done by special 
graphics chips, engineers are loading oth- 
er jobs on to graphics workstations—like 
calculating whether or not new products 
will stand up to the engineering stresses 
placed upon them. 

Competition in the graphics work-sta- 
tion market is fierce. The young compa- 
nies that now dominate the market, such 
as Sun and Apollo, have just announced 
low-cost $15,000 versions of their prod- 
ucts. And Apple is also working on a 
high-powered version of its Macintosh 
computer (to be powered by Motorola's 
68020 chip) which will compete for engi- 
neering workstation sales. 

There is less entrenched competition in 
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artificial-intelligence workstations. Bos- 


ton’s Symbolics sells computers tailored 
to run Lisp, America’s leading artificial- 
intelligence language, and Xerox offers a 
low-cost version. But there is no stan- 
dard—either for Lisp or for the machines 
designed to run it. And few companies 
use the Lisp machines. A recent survey by 
Schubert Associates of Boston found that 
only one in 40 companies experimenting 
with artificial intelligence plans to deliver 
its programs to customers on a Lisp 


- machine. 


Gold Hill, an American company 
which sells Lisp for microcomputers, has 
developed an 80386 board costing $7,000 
which can be plugged into conventional 
pcs. It hopes to spur the development of 
artificial-intelligence programs using its 
software. But, however popular the new 
chip might prove to be among software 
developers, they make up a small market. 
And there are too few artificial intelli- 
gence programs in use to create much 
demand for the powerful hardware they 
run on. Until such power-hungry pro- 
grams do become popular, 80386-comput- 
ers will remain ahead of their market, if 
not of their time. 


Space 


NASA's new 
challengers 


President Reagan’s decision to let the 
National Aeronautics and Space Admin- 
istration (NASA) have a new space shuttle 
to replace Challenger has tidied up one 
important corner of America’s space poli- 
cy. Without a fourth shuttle, NASA would 
stand little chance of hauling all the pieces 





_of its space station into orbit by 1994 as 


planned. But the promise of a new shuttle 
has not ended the confusion that has 
clouded the space programme since Janu- 
ary’s accident. In some respects, it has 
added to the muddle. 

The White House has been deliberately 
vague about how to raise $2.8 billion, the 
expected cost of a new shuttle. Although 
President Reagan will ask Congress to 
authorise $272m in “new money” so that 
building work can start in 1987, he has for 
the moment neatly sidestepped the ques- 
tion of where to find the balance. The 
administration's official stance is that 
building a fourth shuttle will not interfere 
with plans for the space station. This is 
moonshine. The replacement shuttle will 
not fly until 1991. Before then, Congress 
is likely to lop much of the extra money 
needed to build it off NASA’s existing 
programmes, of which the space station is 
the most visible. 

It is also the most vulnerable. Although 
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President Reagan remains an unswerving 
fan, the $8 billion space-station project 
has run into mounting difficulties since 
the Challenger accident. One of Dr James 
Fletcher’s first actions on becoming NA- 
SA’s administrator last spring was to order 
a review of the agency's plans for manag- 
ing the station’s construction. His conclu- 
sion—that some of the most vital and 
prestigious jobs should be transferred 
from the Johnson Space Centre in Hous- 
ton to the agency’s headquarters in Wash- 
ington—has infuriated Texan politicians 
on Capitol Hill. 

The design for the station is meanwhile 
facing unexpected criticism from NASA’s 
astronauts. They say the station envis- 
aged is too elaborate and that building it 
would require too much exhausting “‘ex- 
tra-vehicular” work by astronauts wear- 
ing space-suits. The astronauts want 
NASA to consider a simpler design, in 
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The good old days 


which more parts can be assembled on 
earth and placed in orbit by unmanned 
expendable rockets. 

The prospect of the station being scaled 
down or delayed has taken some of the 
shine off NASA’s glee at the promise of a 
new shuttle. So has Mr Reagan's decision 
to stop commercial satellites from being 
launched by the shuttle fleet when it 
resumes flights in 1988. In future, said Mr 
Reagan, NASA would be expected to con- 
centrate on developing new technology, 
exploring space and launching satellites 
that serve the interests of foreign policy 
and national security. 

The business of launching private satel- 
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lites would be left to the private sector. 
Some, but not many, of NASA's 44 exist- 
ing contracts to launch private or foreign 
satellites will be honoured: the White 
House does not expect the shuttle fleet ta 
squeeze more than one commercial satel- 
lite launch a year into its hectic schedule 
when flights resume. 

All this is good news for Arianespace, 
the European company which has until 
now had to compete vigorously for con- 
tracts to launch satellites. Its Ariane rock- 
ets have had trouble of their own: they 
were grounded after losing a communica- 
tions satellite during a failed launch last 
May. When flights begin again next year, 
however, Arianespace’s order books are 
likely to be swollen by contracts from the 
shuttle’s disappointed customers. Long 
waiting lists for Ariane may also persuade 
a few more customers to ask China to 
launch their satellites on its Long M 
rockets. 

America does not intend to surrender 
its part in the business of commercial 
satellite launching for ever. The adminis- 
tration’s hope is that NASA's disappear- 
ance from the business will encourage 
America’s aerospace companies to step 
into the breach. America already has a 
stable of aging rockets: Titans, Deltas and 
Atlas-Centaurs. The question now is 
whether any companies are willing to 
make the big investment needed to devel- 
op a new rocket capable of matching the 
performance of the more powerful breed 
of rockets—Ariane 5 and H-II—that are 
already planned for the 1990s by Europe 
and Japan. 

The answer probably depends on the 
Pentagon. The air force has rushed since 
Challenger's loss to acquire a fleet of 
reliable expendable rockets that can sup- 


plement the shuttle. A runching he 






Titan rocket, capable of launching 
payloads, will begin to roll off Mar 
Marietta’s production lines in 1988. The 
new Titans will be too expensive to be 
used for commercial launches, but the air 
force also plans to acquire a smaller 
rocket—the medium launch vehicle 
(MLV)}—with much the sort of perfor- 
mance that is needed to put commercial 
communications satellites cheaply into 
orbit. 

At present, four groups are competing 
for the right to build the MLV. General 
Dynamics, McDonnell Douglas and Mar- 
tin Marietta are offering new versions of 
existing rockets: the Atlas-Centaur, Del- 
ta and Titan respectively. Hughes Air- 
craft and Boeing have teamed up to 
propose a brand new rocket. The compa- 
ny that wins the air force’s order will be in 
a strong position to develop a commercial 
derivative that will take America back 
into the launching business. But there is 
unlikely to be room in the market in the 
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SA's once-dominant position in the busi- 
-ness of launching satellites into space will, 
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, The fi first subatifute for Nobel's mixture 
was discovered in a disastrous accident in 
1947: three ships carrying ammonium 
nitrate fertiliser coated with grease 
caught fire and, after burning for some 
time, exploded. The chemical reaction 
that led to the explosion became the basis 
for the next generation of explosives, 
called ammonium nitrate and fuel oil 





chemicals used are (a) inert until mixed 
and (b) fairly cheap. 
Inthe 1980s sade creep bien ANFO was 
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is done by dispersing large quan- 
saturated aqueous ammonium 
solution (accounting for 90% of 
inal mix) into oil to form an emul- 
x Detergent-like chemicals are added 
‘eep the two substances from separat- 
even in hot climates. 

has produced an efficient explosive 
1 “Energan” ‘by mixing emulsions 
ANFO: It releases 60% more ne) 
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(ANFO). Its main advantages are that the - 


tact between nitrates and fuel 









deck of bulk Powergel. 


Chemical explosives are close to the 


limit of their development. The next 
generation of rock-breaking devices will 
probably use powerful water jets or la- 
sers. However, other kinds of technology 
can be used to improve the efficiency of 
explosives. A computer program called 
‘‘Micblast” has been developed to predict 
the way the rock fragments and “heaves” 

after a blast. Various data, including 
explosion performance measured in un- 











blasted and then hee by huge draglines 
to expose a coal seam. However, ifexpl 
sives are correctly placed, and sequenti 
blasts correctly timed, about 20% of the — 
over-burden can be neatly thrown to one 
side, thereby avoiding the need to handle. 
it with the drag-line. - 







Building with bangs - 


Explosions need not be destructive. 
Their energy can be harnessed to blow 
things together instead of apart. The 
technique works well, but industry is 
reacting with caution. 

Until now, the only way to join sec- 
tions of pipe together has been to weld 
them. Welding works all right until a 
team of welders with heavy equipment is 
sent to lay a pipe in the middie of 
nowhere. Canadian Industries Limited 
(CIL), a company faced with the job of 
laying a three-foot diameter pipe along 





the length of northern Ontario, found a 
way to trim the convoy to four men 
armed with explosives. 

Instead of using the heat of a welding 
torch to fuse the two sections of pipe, the 
CIL team fuses the sections together using 
the energy of an explosion. Two dough- 
nut-shaped packages filled with 13 kilo- 
grams of explosive are fitted inside one 
section of a pipe and around the outside 
of another. The sections are slotted to- 
gether so that the explosives form the 
bread of a pipe sandwich. Sand con- 
tained in a plastic package surrounds the 
site to contain the explosion, which is 
detonated by remote control. 

The beauty of the technique lies in its 


simplicity. The explosive rings overlap . se 
the join by two inches and are easy to fix 


into place. It takes five minutes to join 
‘two sections. The bond is clean because, 
whereas a welded join sometimes buck- 
les under the high temperature of the 


torch, the explosion dissipates little heat. a 









There is no fying d debri E ‘no wasted 
energy. | | 
The bondis also stronger: 


a explosion is so great that 1 


were one piece of metal. Gas travelli g 
through transcontinental pipes does so 
under immense pressure. When it finds a 
weakness in a join, it can erupt through, 
causing the pipe to peel back for hun- 
dreds of feet. In the two years since the 
four miles of Cit.’s experimental “explo-. 
sive” pipe became operational, no such ~ 
weakness has been exposed. | 
The other place where welders cannot 
easily get to is the seabed. International 
Research and Development (IRD), a 
British company based on Tyneside, has 
applied the technique to repairs of un- 
derwater pipes. Conventional welding is . 
expensive and hazardous. The welder — 
works on the damaged pipe in a precari- 
ous pressurised air pocket on the sea 
bed, and the finished weld tends to be 
weak. IRD developed an inflatable water- 
proof charge that can be placed inside 
the ends of a repli er ent section of 
















surface. The section to be joined is 
held ina clamp, and the explosive is 
detonated from the surface. 

Though still at a research stage, th 
Battelle Institute in Frankfurt is design: 
ing an explosive “bracelet” which can 
fixed around a leaking pipe. Explosive f 
material is fixed to an aluminium co a : 
which surrounds the area of the Pe 
be closed. A rubber buffer beneath the 
explosive dampens the resulting shock 
wave, allowing the metal pipe to be 
crimped without splir g. Weighing 
only two kilograms. collar’s main 
attraction is tha i 
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America’s tailored-trousered 


philanthropists 


THE GOLDEN DONORS. By Waldemar A. Nielsen. Weidenfeld & Nicolson. 468 
pages. £16.95. Available in America from E. P. Dutton. 


®.. Americans who have made vast 
fortunes in their lifetimes leave their 
money to establish charitable founda- 
tions. Only in America could institutions 
like the Rockefeller and Ford founda- 
tions be so large and influential. Some- 
times they even usurp the role of govern- 
ment. Who are the philanthropists, why 
do they do it and do they get value for 
their money? The first question is easier 
to answer than the other two—as Mr 
Waldemar Nielsen, an American who has 
served as a foundation officer and trustee, 
has discovered in looking at 36 of the 
largest foundations in the United States. 
The philanthropists who established 
them come from astonishingly similar 
backgrounds. There are no blacks, His- 
panics or Asians among the founders of 
the largest foundations. Nor are there any 
Italian- or Polish-Americans. One was a 
Catholic (Conrad Hilton, the hotelier), 
another (Ben Weingart, a property devel- 
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oper) was Jewish. The other men (there 
are no women) come predominantly from 
northern European Protestant families. 

Their motives for giving their money 
away after working so obsessively to 
accumulate it are harder to fathom. Sev- 
eral were gargoyles. William Kellogg, the 
“King of Cornflakes”, who founded the 
Kellogg Foundation (assets $1.2 billion in 
1984), lived for 91 years, nearly all of 
them miserable. His doctor said: “In my 
long practice of psychiatry I do not know 
of a more lonely, isolated individual.” 

Ben Weingart of the Weingart Founda- 
tion (assets $275m) lived for 92 years. He 
divided his spare time between two wom- 
en—seeing one on Wednesdays, Fridays 
and Sundays and the other on Tuesdays, 
Thursdays and Saturdays. On Mondays, 
he rested. Before he died, probably of 
syphilis, he said he would, if only it were 
possible, like to order a larger shroud and 
take his money with him. 


The two women who divorced Sebas- 
tian Kresge cited his stinginess as a reason 
for doing so. He would wear shoes until 
they fell apart; when the soles became too 
thin, he would line them with newspaper. 
He gave up golf because he could not 
stand to lose the balls. Beekeeping was 
his hobby. His bees reminded him of the 
virtues of ‘hard work, thrift and sobri- 
ety”. Kresge lived to be 99, made his 
money from the K mart retailing chain 
and left it to establish the Kresge Founda- 
tion (assets $790m). 

Only about half the men who estab- 
lished the big foundations showed any 
real interest in philanthropy and good 
works in their lifetimes: John D. Rocke- 
feller, Andrew Carnegie, William Kel- 
logg and the Mellon heirs outstanding 
among them. John MacArthur, the insur- 
ance man who had no friends, did not get 
on with his family and lived for a mere 80 
years, thought the idea of giving money 
away was nonsense, if not pernicious. Yet 
the MacArthur Foundation is, with assets 
of $1.5 billion, second in riches only to 
the Ford Foundation (assets $3.4 billion). 

Childlessness helps explain the gener- 
osity of some: Weingart, the Pews, Kel- 
logg, Jesse Jones, John Mabee, Archi- 
bald Bush and Alfred P. Sloan. A desire 
to keep the donor’s main creation, his 
company, in family or familiar hands, 
may explain why others did it: James 
Irvine, William Keck, William Moody, 
William Randolph Hearst, Frank and 
James Duke were among those who went 
to extraordinary lengths to achieve this. 

The author is not particularly sur- 
prised, scanning the biographies and trust 
indentures of many donors, at the quali- 
ties of resignation, of vagueness, some- 
times virtually of abandonment of their 
fortunes, that they showed when arrang- 
ing their affairs at the end of their lives. 
As he notes, they were first and foremost 
men of practical affairs, not saints, social 
philosophers or reformers, and they be- 
haved accordingly. 

On the whole, what donors gave their 
foundations was a mass of resources and 
little else. A few had no identifiable 
charitable purpose in mind at all. MacAr- 
thur refused even to discuss the matter. 
He told his trustees: “I'll make the mon- 
ey, you guys will have to figure out how to 
spend it.” 

In these circumstances it is perhaps 
remarkable that so many of the 22,000 
foundations that are active in the United 
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ally, fnanene “medical research, 
gher education and the arts. Much of 
‘the credit for this belongs to Wright 
Patman, a crusty Texas populist who, in 
- 1969, persuaded Congress to pass an 
„elaborate set of rules that required the 
“foundations to disclose more, diversify 
` their assets and Joosen interlocking ties 
between foundations, donor companies 
| donor families. 
The. big foundations have been run 
more professionally since then. That does 
ot mean they are uncontroversial. Many 
those. who have played a prominent 
part in the shift to the right i in American 
eae eo as Mr Nielsen 
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called it “an essential part of our 
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3 Rober Wood precio 


4W.K. Kellogg 1,200 
5 Pew Memorial Trust 1,200 
6 Andrew W. Mellon 1,160 
-7 Rockefeller 1,000 
-8 Lilly Endowment Inc 800 
< 9Kresge i 


10 Viliam and Flora Hewlett 


E propaganda mills or to 
ndamentalist churches. 

Working with and influencing govern- 
it programmes, particularly on health, 
tion and scientific research, has 
been the practice of many of the 
ger foundations, including the Rocke- 
, Ford and Carnegie foundations. 
r Nielsen cites, as one of his examples, 
General Education Board created by 
ohn Ð. Rockefeller. Early this century, 
put advisers in the education depart- 
ts of southern states, where they were 
| placed to encourage. Ne in 





“Some of the long-dead philanth Opists 


would probably approve of this. As Mr- 
‘Henry Ford H complained in his celebrat- 


ed letter resigning as a trustee of the 
foundation established with his grandfa- 


thers money, the institution had in its 


activities shown no interest in the health 
of the American economy that made its 
benefactions possible. 


lreland and drink 


Sobriety i is next to 
society 





‘TRELAND SOBER, IRELAND FREE’. 

By Elizabeth Malcolm. Gill & 
Macmillan. 334 pages. £25. Available in 
America from Syracuse University Press. 


Work was the curse of the drinking class- 
es until opiates became the religion of the 
people. When life is hard, folk like to 
forget, and stupefying drugs can help. In 


Europe, until recently, the only easily 


available stupefier was the one used in 
Christendom's central ritual. The Irish, 
with their dank skies and long history of 
oppression, get drunker than most. 

But not all of them. Ehzabeth Malcolm 
is an Australian, working at the Queen's 
University in Belfast. She comes to her 
subject. which is the sociology of nine- 
teenth-century alcohol consumption, with 
a wide-eyed lack of prejudice. Starting 
from the famous question, “Why does 
Paddy drink?”, she ends with a no less 
intriguing one, “Which Paddy drank?” 

Her statistics are no help in getting an 
answer. An unsubdued people will always 
find ways of messing up its masters 
inquiries, and excise duties gave the Irish 
a powerful motive for illicit distilling. The 
interest therefore lies in those who did 
not drink. or at least signed pledges that 
they would never touch another drop. 

The Irish are as witty about the stereo- 
typed drunk as anyone (see box). but the 
stereotype is wrong. Even today there are 
proportionately more abstainers in Ire- 
land than in any other European country. 
Since being anti-alcohol is a necessary 
part of Protestant non-conformity, many 
of them are Ulstermen (whose teetotal. 
nonconforming political leaders are this 
year proving quite as unable to cope with 
the “loyalist” drunks who follow the 
Union Jack as are the British authorities 
in dealing with football hooligans who 
follow their teams). 


l But a startling number of Irish C atho- | $ 
lics.are also teetotallers, often within the 
Pioneer Total Abstinence Association of- _ 


the Sacred Heart. whose badge glows 


i grisly purple from the lapels of parish - 
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to suppress 5 than: the drunket O 
militant following. 

Father Mathew was a useless organise er. 
well-disposed to Protestants (as long. as 
they did not drink), and not even an 
Irishman, having been descended from an 
ancient line of Welsh Catholic gentry. 
But, before the famine destroyed - his 
work, he seemed about to set in train a 
revolution of a novel kind—the transfor- 
mation of a nation no political but by 
social means. A -Ireland whose 
leaders got up clear-headed in the morn- 
ings, teetotal alongside their northern 


The Irish Pig 
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“Twas an evening in November, 

As I very well remember, 

I was strolling down the street in drunken 
pride, ee 

But my knees were all a’flutter 

So I landed in the gutter, _ 

And a pig came up. and la 
side. : ia 
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aioe | kom Thomas's shrine. The 
wealth was a reminder of how utterly 
Henry H- had failed to be rid of his 
meddlesome priest. 

< What King Henry really said, however, 
drunk and enraged at his Christmas court 
near Bayeux, was “What miserable 
drones and traitors have I nourished in 
my household, who let their lord be 
treated with such shameful contempt by a 
low-born clerk.” Four days later, on 
December 29 1170, four of his knights 
carried out a sacreligious murder that 
rocketed that low-born clerk to sanctity. 
-Professor Frank Barlow has been pon- 
de ng that case of Thomas Becket for 50 
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smporary accounts of 
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ym; fewer, nowt | H deserved it. 
’s early life was far from saintly. 
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rs. The result is a book as approach- : 





ay 
(a rough rendering of Becket would be 


“beaky”). His nephew was one Robert 


Agodeshalf (“for God’s sake”) and he 
had worked in the household of Osbert 
Huitdeniers (‘eightpence”’), the succes- 
sor as Sheriff to Andrew Buchuinte (“oily 
mouth”). These were not aristocrats. 
When the young Henry, newly crowned, 
took Thomas from the household of 
Theobald, Archbishop of Canterbury, 
and appointed him chancellor, the future 
saint made the most of it. He earned a lot 
and spent more, giving the king such 
presents as three fully equipped warships. 

The turning point, however, was his 
appointment to the see of Canterbury. He 
was suddenly, as Mr Barlow puts it, born 
again, adopting austerity, self-denial and 
a lice-infested hair shirt. The king’s for- 


‘mer boon companion became his sworn 


enemy. The issue dividing the two men 
was whether the king had the right to 
punish criminal clerics apart from provid- 
ing the means to enforce the penalties of 
the Church. Mr Barlow leads the reader 
through the twisting argument and on to 
the acrimonious years of exile. 

_ These issues now seem remote and the 
plot tortuous. This was partly because 


everything was referred to the Pope, 


Alexander HI, a supple politician who 
saw Becket as a useful asset in his long- 


running and confusing quarrel with Eng- 


land. Messages often took three months 
to cross the Alps to and from Rome, and 
the couriers were often overtaken, turned 


ave feferred to his longn nose 





Beaky na. 

















back or died on the way. For six ye 
Thomas and his supporters were 
“among the rocks and monks in France 
The truce between Pope and king 
doomed from the start by Henry’s refus 
to seal it with a kiss of peace. Thomas told 
the king of France that he was returnin 
to England to die. What he coul 
foresee was that within two years of 
death, he had become the greatest tha 
maturgical saint in England. 








Harlem is jadu; and the culture of black New York with it. itis not 
gre he yuppie-supported Dance Theatre of Harlem that is thriving. Se 
is the showplace for the singers, dancers and actors pouring in from 
the surrounding litter-strewn streets—the Apollo theatre 


Harlem once claimed to be the capital of 
the black world, and the Apollo theatre 
was one of its- jewels. Photographs of 
virtually every internationally known 
black artist fill the backstage passage 
ways: Ella Fitzgerald, Lena Horne, Duke 


Ellington, Count Basie and a hundred 


others. The master of ceremonies at the 
Apollo for the past half century, Ralph 
Cooper, claims to have discovered Billie 


Holiday. singing in a Harlem restaurant 
and whisked. her t-straight to the Apollo 


Harlem's rebirth pangs 


















stage. It was not just black artists. wh 
came: ane folks t too” i Mr Coope 


his aaah. the one te sat C 
suede shoes”. In 1975, the Apolló clos 

Now it has become the centre of” a 
$100m entertainment empire. ‘Bought by 
Mr pidge Sutton in t1983; it pas not onl 
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BOOKS AND ARTS 
“professional gambler” and “civil rights 
lawyer” among his former careers. With 
small sums from people like the singer, 
Roberta Flack, Mrs Jacqueline Jackson 
(wife of the Reverend Jesse) and Betty 
Shabazz, Malcolm X’s widow, Mr Sutton 
built up the Inner City Broadcasting Cor- 
poration (ICBC). 

His first aim was to buy a radio station. 
He now has eight—two New York flag- 
ships, WBLS-FM (for music) and WLIB-AM 
(for current affairs) and six others dotted 
around America—plus film and record 
companies and a cable-television opera- 
tion. ICBC, a privately-owned company, is 
valued at between $85m and $100m. 

The Apollo provides the grist for this 
entertainment mill. Every Wednesday, 
singers and dancers come from the streets 
of Harlem and elsewhere for the special 
amateur-night competitions run at the 
theatre. Winners often go into the Apol- 
lo’s studios, are heard on ICBC radio 
stations, and are seen in ICBC films or 
television productions. The corporation is 
in the happy position of being wooed by 
American and foreign television net- 
works eager for, in the networks’ ugly 





phrase, “black product”. 

How long the Apollo can retain its 
streetwise character, however, is another 
matter. Many things, the Apollo’s own 
success among them, are changing Har- 
lem’s streets. The Harlem Urban Devel- 
opment Corporation (HUDC), part of 
New York state’s government, contribut- 
ed towards the Apollo’s recent $16m 
renovation: the HUDC is also preparing 
for a $213m “Harlem-on-the-Hudson” 
project—houses, shops and restaurants 
stretched along 125th Street and out on tó 
a pier in the Hudson river. Doubtless 
yuppies, black and white, will boldly go 
where poor black people cannot afford to 
live any longer. 

Soaring rents have already put paid to 
some black businesses; white ones have 
moved in or, in some holes and corners, 
illegal but highly lucrative crack-dealing 
operations. Ironically, Harlem’s rising 
property prices have meant that the Sut- 
ton organisation itself could afford to 
move its headquarters into the neigh- 
bourhood of the Apollo theatre only with 
difficulty: it took a year to find some- 
where suitable. 


Wyeth all the fuss? 


When did a contemporary artist last 
appear on the covers of both the world’s 
bestselling magazines simultaneously? 
And why now? The charitable might put 
it down to seasonal silliness, or to news- 
magazines’ desire to print nice colour 
pictures. The less kind speak of hype. 
Whatever the reason, Mr Andrew Wy- 
eth (an artist to the gentle; a mere 
illustrator to the cynics) made it to the 
covers of both Time and Newsweek. 
Prompted by the advance notice of a 
scoop in the magazine Art & Antiques, 
both drenched their issues with stories of 
Mr Wyeth’s “stunning secret” (Time) 


WASHINGTON, DC 


and “secret obsession” (Newsweek)—a 
cache of 240 works executed between 
1970 and 1985. The collection, which 
included only 14 paintings and 29 water- 
colours (the rest are studies) was bought 
by Mr Leonard E. B. Andrews for 
millions. “I thought of Ross Perot when 
he bought the Magna Charta (sic), Mr 
Andrews told Newsweek. 

To add spice to the story, the paintings 
and drawings were mainly of one model, 
“Helga” now 47 (Newsweek) or 54 
(Time), whose existence had for long, it 
was claimed, been unknown to Mr Wy- 
eth’s wife—a surprise indeed, consider- 
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Sun on the streets of Harlem 





ing she is her husband’s business manag- 
er. On cue, the paintings, when 
revealed, included some nudes, one enti- 
tled “Lovers”. Rarely has there been 
such a possibility for a summer marriage 
of breathless prose and tasty pictures. 

But America, happily, is a place of 
bubbie-pricking as well as hype. Along 
came Mr Michael Kinsley, editor of the 
New Republic, in his entertaining role of 
bubble-pricker-in-chief. He reminded 
his readers of some of the bits of the 
story buried, though not ignored, by the 
magazines. Like, for example, that the 
mysterious Helga keeps house for Mr 
Wyeth’s sister across the small town in ` 
Pennsylvania where they all live; like t 
fact that Mr Wyeth’s wife had been give 
some of the paintings some time ago, 
had already sold three of them and had 
herself bestowed the title that titillated 
the magazines with hints of infidelity; 
and like Mr Wyeth’s acknowledgment of 
some unmarketed paintings (as if that 
were news) last year. 

Meanwhile, Mr Charles Paul Freund, 
whose “Pulse” column (a kind of Nielsen 
ratings of the zeitgeist) in the City Pa- 
per—a Washington freesheet which has 
become essential reading in Power- 
town—neatly skewered the passion for 
art. The Helga tale, he said, was “the 
second big cultural story of the year, the 
other being Horowitz Goes To Moscow; 
neither, of course, was treated in cultural 
terms at all.” Mr Kinsley, knowing a 
Hokum-spotter when he sees one, has 
snapped up Mr Freund for his own 
paper. Should they ever want to blow a 
hokum-bubble of their own, they will 
doubtless let Time and Newsweek know. 
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CAM. For every ambitious 
young Brand Manager. 
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Don Bergenroth, Marketing and Trading Director, Burton's Biscuits Ltd., Chairman of the Marketing Society. 


“A completely trained individual can make the difference between between success or failure in your future business career.” 
success and failure in today’s competitive market environment. Don Bergenroth and many other leading authorities in the 
Britain’s major competitors like Japan and Germany rely communication industry seriously considera CAM qualification to 
heavily on training as one of the means to increase their inter- be a highly important step to a successful career. 
national brand share. CAM now examines on behalf of 21 leading institutions and 
I wholeheartedly endorse the CAM Certificate and Diploma associations (including AA, AIRC, IPR, ISBA, ITCA and NPA) 
schemes as the means of gaining a clear understanding who set each Syllabus on the basis of a broad scope of 
of the fundamental principles of marketing. Ignore ( AM professional knowledge, leading to a qualification that 
the cynics, an early understanding of these principles * is relevant, highly regarded and a real benefit in building 
by a systematic education could mean the difference You need It. a successful future in the field of communication. 


aor re p ah f, 


For further information, call or write to the Registrar, Communication, Advertising and Marketing Foundation, 
(Dept. E}, Abford House, 15 Wilton Road, London SW1 INJ. Telephone: 01-828 7506. 


Designed and produced by Royds London. Photograph by Derek Ridgers. 


THE ECONOMIST AUGUST 23 1986 








= wile: range a a li vestock and 
i asl e in o countries. 





re na He the Becton: will princi- 
; ve writing and preparing proposals, administra- 
oO rseas projects, technical management and mar- 





| candidates will have at least 15 years’ developing country 
ne experience in one or more of the following disciplines: 
“Project Economics 
"Institutional Development 
= Crop Agronom y/Extension 
| _ Livestock 
we 






|. Immediate vacancies exist on ACIL L Managed project for 


Project Managers 
_ Land Use Specialists 
Institutions Specialists — 
Planning Economists — 
Training Specialists 
R Sociologists 


lates should have at least 10 years’ experience ina 
ngi oes countries and experience of multidisci- 








Written n aplito enban by Bio Data and naming 
vo referees should be sent to: 


Mr D. Moffat, 
Ma nager, Overseas 












Hawthorn, Victoria 
ustralia 





| anced project entitled "Economic inter- IE 


_ qualification in e 


| versity of Warwick, Coventry CV4 7AL 
| and should mark their envelope ‘Re- 


| phoning Coventry (0203) 523742. 


‘keting ACIL’s overseas consulting capabilities. Successful | 


University of tw 












RESEARCH jasoa E 


Applications are invited: fe | 
with suitable qualifications -for the — 
above post. The person yinted will 
be working on an ESRG/CNRS fine | 
























dependence in Europe” and will be | ‘bit r strong researc penn oe 
responsible to a group of British and fod pare $ with 1987. p a 
French economists. A postgraduate tej! 













ledge of FORTRAN would 1 -de 
able. The appointment is tenabi 
one year from 1 October 1986. and: 
be within the following point 
Research Associate IB scale: : 
£9,495 p.a. (under review). Appio E btto 
should send a CV to. Profe Mp 
Miller, c/o Economics Depa 












































ton, Victoria. 3168 A 







search Associate’. 

Further information/job details can be October 1986. 

obtained from Gary MacDonald by tele- | AN EQUAL OPPORTUNITY 
| EMPLOYER 




























| Applications ar are s invited for teaching appoinitmerte t ‘rom Candidates who 
and who can teach in one of the 


l aranin PhD degree or. “eee 
ollowing areas: . 


- a) Economics at Banking G 









In the case of candidates nra 
those who have a know! wedge o! 


Lecturer 
Senior Lecturer 
Associate Professor 


_ $$53,160-94,090 
as $382 430-113, $30 
(f1= 853.22 approximately) | A 
The commencing Salary will depend on the candidate's qualifications, 





experience and the level of appointment offered. 


Leave, medical and provident fund benefits will be Hre Depending, on 
the type of contract offered, other benefits may inciude: a. settling-in 


mnie 











allowance of $$1, = (single) or 5$2,000 {married}, sul d housing at 
faded rentals ranging from $$100 to S$216pm, education allowance for — 

> to three children, baer to a maximum of $ 10,000 per annum per 

transportation of 

a e iton fees. 










year. 


Application forms ‘and further wb 31m 
service may be obtained from: 


The Director 


A CHARITY 
WORKING WITH CHILDREN 
FAMILIES AND COMMUNITIES 
TO IMPROVE THE QUALITY OF LIFE IN 
SOME OF THE POOREST PARTS OF a - 


Je are e currently seeking candidates with e experience ino 
loping countries available for long toursto work on 
on projects in South America (Guyana) and SE _ 
(Indonesia). We require as soon as. -Possible A 
alists in: 


7} 1. Project Management with experience in —— |] | 
"management systems, financial manage- | nine countries in Africa and Asia i is ironii a Director fori its prograt | 
enl procurement and evaluation: | Nepal. Concentrated in seven panchayats NE of Kathmandu, ActionAid 

| worki with local communities: ina com renansive init mog develo 
A; Project Monitoring and Evaluation, Edu- p y ji sot es 


cational Planning and Finance; 
; 3. Computer Technology; 
: : quipment and 


ar eas. 


The successful Applicant will ideally have a minim i 
management experience in community development prog 

bly in Asia, and proven ability in conduc iti 

highest government level. Good leadership and interpersonal. con f 
tion skills and, if not yet a Nepal speaker, a eee to learn Ne 
essential. as 


The contract will be for two years renewable. 


? ul D | | | Please submit written applications with detailed CV by 26.9.86 to 
ae Tela, | |f Shirley Marsland at ActionAid, Hamlyn House, Archway, London N19 : 
_ Cambridge CBI 2RS. Telephone 0 0223 64213. ____] | [_5?S: interviews wili take piace in London in early October. 


-AGRICULTURAL FINANCE CORPORATION—KENYA 


: nstitute of 
Social Studies 


The Institute of Social Studies (ISS) is a centre of higher education and research with 
worldwide institutional linkage. 
in the academic: yen 198788 BS offers: in nthe —_ ee. 


JE (DEVELOPMENT STUDIES) j 
1 September 1987 to 18 December 1988- withthe followingai areas t fspi al 


Agricultural and Rural Development _ Regional Developme: 

-conomic Policy and Planning Women and Development = > 
Labour and Development Politics and Development Stratégies 
Public Policy and Administration, _ international Relations and Global 

Development. 


MPhil (DEVELOPMENT STUDIES). 
January 1987 to June 1988 based on a thesis in one of the arcas of. specialisation with 
a selected course work component. , 


PhD (DEVELOPMENT STUDIES) | 
based entirely on thesis work. 


da Seber 1987 to9 1 Apri 1988 with the ieee areas: of specialisation: m 


Development Planning Techniques 

International Relations and Development 

International Law and Orsen kaon for Development 

Rural Policy and Planning. 

Applicants for MPhil and PhD degrees must hold at least an MA degree. and applicant 
for MA and Diploma programmes. at least-an appropriate Bachelor's degree, relevant 
working experience and proficiency in the Englis Janguape. 
Further information on individual programmes, ap application procsdarm, possibilities 
funding can be obtained from: . 








University of Aberdeen 


Department of Political Economy 
and , 
Health Economics Research Unit 
RESEARCH ASSISTANTS 





NO posts; a one-year post concerned 
ith the private health insurance mar- 
et and a 16-month post concerned 
ith evaluating: a mobile breast cancer 
screening unit. ‘Candidates shouid 
ave a good honours degree in eco- 


Applications are ‘invited for the above - 


_ may be an advantage for one of the 


posts. The appointments would com- 


mence on 1 1986, or as soon 


as possible horoake. 


“Salary within the range £7,055 to 


£8,505 on the IB Scale for Research 
and Analagous Staff. (Under review). 


Further particulars _ and application 


forms are. available from The Personnel 


Office, The University, Regent Walk, 
Aberdeen ABS 1FX, with whom com- 
pleted applications (2 copies) should 
be lodged by 5 September 1986. (Ref 


mics. ‘Knowledge ‘of PEONES No PEOI] 








ie Insti ution ofi ivi Engineers wish to appoint an 


ECONOMIST 








internationally with emphasis of Construction, Water, Energy and Trans- 
por . The particular need is to provide analysis in support for infrastructive 
pianning and the public presentation of the problems of the construction 
industry. 

An: applicant, probably employed in the Public Sector, a Nationalised 
Industry or Local/Water Authority, is sought. He/she must have a degree in 
“economics, 4 to 5 years experience in one of the above, and have the 
+ ability to sift and present information and statistics clearly and concisely. 
-Salary will be circa £14,000 -£15,000 according to qualifications and 
<> experience. Annual leave, 25 days and § piivloge days, contributory 
] pension, Lite Assurance and Permanent Health Insurance. 

{ All applications will be treated in strictest confidence. Application forms on 
> request from: 














| neers, 176 





Applications are invited for four posts in the institute of Policy 
-Studies which is to be established as an independent research 
institute concerned with strategic choices open to national 
“planning in Sri Lanka. Openings are advertised for Senior 
_ Research Fellows. 


A. Three macro-economists with specialisations in 
—monetary and fiscal policy 

~- trade and industry 

quantitative aspects of macro-economic analysis; and 

S B. A non-economist specialising in the study of agrarian 
3 relations and of policies for rural areas. 


Successful candidates will be Sri Lankan nationals with a post- 
graduate degree, preferably a research degree, and substantial 
-research experience. They must be knowledgeable of the Sri 
= Lankan economy and prepared to work in a multi-disciplinary 
team; they must be capable of coordinating and leading a 
orofessional research team on a iii structural problems of 
-the Sri Lankan economy.. 


“initial appointments will be for a period of three years. Salaries will 
_be negotiable, but will be not less than SL Rs 8, 000 per month net 
-of tax. | | z 
Applications. should be addressed to T i e Director ‘of National 
Finance of Planning, Secretariat Building, 

e here, not later than 15 






































to research and analyse economic trends in the United Kingdom and 


D. E. Smith (Mrs), Personnel riment, institution of Civil Engi- 








City University 
Business School 
PART-TIME LECTURERS - 
OF 

CITY REGULATION 


for the Stock Exchange. Evarniietons 


| Part-time lecturers for one to two eve- 
nings per week, for a few weeks per 
_ course, are invited to apply to the City | 
university. Applicants must be experts — 


on issues of regulation and compliance 
relating to the post-Big-Bang securities 


| industry. 
| CVs with particular lecturing interests — 


should be sent to: 


| ; The Australian National 
| University — 


















Applications are vite at nom. suitably 
qualified men and women fo ir 
ment to the following posi 


Faculty of Economi 
Department of Statistics 







T FIXED-TERM LECTURERY 


The Co-ordinator, The Stock Exchange | =G 


Programme, The City University Busi- ` Ape ) p ice 


ness School, Frobisher Crescent, Bar- | 
bican Centre, London EC2Y 8HB. Tel: 


01-920 0111, ext 285. 


- Closing date for receipt of applications: 


12 September 1986. 





British Road Federation 


| ECONOMIST 
| The British Road Federation, a trade 


association campaigning for better pro- 
vision for road users, requires an econ- 


| omist to help in policy formation and to 
| provide a sound economic and statisti- z 


cal information base for BRF's work. ` 
His or her duties include the co 





centrai and focal government expendi- 
ture, preparation of special reports anc 
general information tor members and 
other organisations. 


Candidates should have an economics 
degree, and, probably five years’ work- 





ing experience iin. ani tc and . an : 


interest in politics. 


The job specification is PENNE i 


flexible to offer scope for the develop- 


| ment of relevant individual tii and 


interests. 


Salary will be related to experierice arid | 


ability but we will expect to pay well for 
the calibre of person we want. Please 


| write to The Director, British Road Fed- | ie rig ght 7 
eration, Cowdray House, 6 ee toma ake ar 
ES | : ‘Applicants should quote the advertise- 

| ment reference when requesting fur- 
¿j ther particulars and when submitting 


Street, London WC2A 2HG. 












Ao Colaiste na hOUscaile Corcaigh 
X 


EF wee College Cork 


ECONOMICS 
DEPARTMENT 


Applications are invited for one or 
two full-time temporary posts at the | 
level of Assistant Lecturer or Col- 

lege Lecturer in the Department of 






1987. The salar 7 
range IR£11,421 to IR£15,647° per 
annum depending on. quali vation 
and experience. ae 
Applications with a curriculum vita 
and the names of two: referees 


day, 12 September 1986 
fessor David balay 
oe : nt, & 









| $27,507 per annum; 
| $23, 313 per annum. Grants are provid- 
ed towards travel and 















Economics. The: appointment. will [| OPP: 
| commence on 1 October 1986 ten- f | aaa 
able for nine months until 30 June f f 

will be within the f 






Tutor must have a ¢ ood 
gree either in econometrics 0 
nomics with a thorough backg 
Statistics. Appointment at the level of 
Senior Tutor/Tutor may be on a full- 
time or fractional basis and will afford 
the opportunity, if desired, to ee 
with postgraduate work. 


-dt is hoped that the appointee will take 


up duty early in 1987. The appointment 


_ | wil be effective. until 31 December 
a- f 1988. 


_| tion of Parliamentary briefs, iana yfe c sing date 26 December 1986. Ref; 








| CONDITIONS: OF APPOINTMENT: 


Salary will be in accordance with quali- 
fications and -experience within the 
range: Lecturer $A27,859-$36,600 per 
annum; Senior Tutor $A24,013- 
Tutor $A19,804- 


removal. 
Assistance towards housing is given to 
an appointee from outside Canberra. 
Eligible appointees. will be required to 


| join the Superannuation Scheme for 


Australian Universities n leave 









ment by ponin 


applications, which should be forward- 


- ed to the Registrar, ANU, GPO Box 4, 


Canberra, ACT 2601, Australia. Fur- 
ther particulars also available from the 
Secretary General, Association of 
Commonwealth Universities (Appts), 
63 Gordon Square, ‘London WC1H 
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LEARN TO SPEAK FRENC 


BY TOTAL NATURAL IMMERSION | 


with French participants for 7 
Intensive days in the DORDOGNE 
Chateau LA VALOUZE 
tel: 53.9144 28.1.1 Lefevre CIEL. BP 180 


24490 LAROCHECHALAIS.France | 


. centrates upon. the spoke: 

| but with an. introduction to the written 

~ |. form. rales courses are avaliable on 
tequest.. 


n addition w tices scheduled courses, 


“Taking Th GMAT or RE 
We CAN help 


Write to: 
| Graduate Tutorials, GTAC Associates, 
FREEPOST, London WS 48R. 
Fel: 61-993 3983 


Intensive language courses | 
` for Businessmen 
. JAPANESE: 22-26 September 1986. 
|. Assumes no previous knowledge and 
concentrates on the spoken language 
in a variety of common: situations. 
- Groups will not exceed 10 students. 


» ARABIC: 6-10 October 1986 7 
_ Caters for beginners working in small 


groups with audio-visual facilities. Com- 


guage tuition and briefing can: be 
red to. the needs of individual. com- 

s, with: regard i to any of the major 
ages or areas of Asia and Africa. 
Translation and -consultancy is also 


ndertaken: by recognised experts | in: 
their fields. 


| ‘Enquiries sir application to: 

| Lt Col P. A. Whitaker, Organiser (Lan- |- 
guages and Briefings) External Ser- | $ 
vicas Division, SCHOOL OF ORIEN- | 
TAL AND AFRICAN STUDIES, 
University of London, Malet Street,- 
London WC1E 7HP. (Tel 01-637 2388, 
2 iy , ext t 590/579). 


The Centre for Economic Forecasting at at L. ondon 
-Business School will again be running. this most 
popular and successful programme. 
Held on Wednesday evenings for 10 veeks 
_„rogr mme is jago for those in t both the pri 


in language | 


[Tel 2120.70.11 thx 25873 aril ch 


UNIVERSITY DEGRE 

For Lite, Academic & Work 

Degrees for people who want to be more effective and 
secure in their Jobs or Professions. i 
Earm a Panon MASTER'S p sete bras Degree by 


industry. ire Wa gaciat you Ws comgiotng your GOSA OANA, 
wien fornial ciao a et 


at ir 
® charge it to your credit card (America 


/ Express, VISA, Access, Diners Club) by 
enclosing card number, expiration date, i 


nd and your signature, 


- The basic. French Coures’ consists a a 
set of audio cassettes and accompanying 
text books: you simply follow the written 


and recorded instructions. With the FSI's 
unique learning method you. set your 
own pace -— testing yourself, correcting - 
errors, and reinforcing accurate respon. . 
ses. it is, we believe, the best course — 
available to teach you a. comprehensive 


knowledge of French, 
The FSi‘s introductory Basic French 


comes in two parts, Part A provides an a 
introduction to the simpler forms -of the - 


language and a basic vocabulary. Part B 


introduces more compiex structures and 


additional vocabulary. 
. You may order one or both courses. 


C Basic French, Part A. 12 cassettes (15 | 


hr}. 194-page text. £99.50 for $150 US). 


lz si French, Part B. 18 cassettes (25.9 


Ar). e text. £119.80 
for $1 are ues 


All prices are. inclusive. . 

For-shipment outside Europe, 

please include £10 tor $15 US) 

additional postage. . 

veny other FSi language courses jae! 


avail lable. Write. to us pe free. catalogue: : 


3 
churns 


London. WB 4L.L. 
{01} 937 1647 


fe Sudot oun, 


Hunt/Fish/Farm 
Vacation/Retreat 


200 acres on smailriverin New Brunswick, Ta: a 
house & barns since 1975, views, jet strip EA 


nearby, US$160, 600 (negotial bie}. 
203-672-6747 


SWITZERLAND 


RIGHT ON THE BEST EUROPEAN 
MOUNTAIN GOLF COURSE 


We sell aye sie made teabin 206 rooms 
NEAR FAMOUS CRANS PLATEAU 
AT TSARAT HAMLET 
i ea Chalet 


Excelem. ‘opportunities for foreign- 


ers.60% mortgage ayailable at Gi%. int: f f- 


AGENCE ROMANDE 
IMMOBILIERE SA. 
Benjamin Constant 1 

i . CH 1003 Lausanne - 


| Fine selection fd ipa: wad ok 
available with authorization for foreigners. 
Reasonably priced. Excellent terms. Visits 
also on weekends by appointment 
GLOBE pie S. A., Ay: oe 24, 
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"OVERSEAS POSITIONS 


"Hundreds oftop paying positions available 
now. pf Bree Aeee a say attractive 
“benefits. Opportunities for all occupations, 
skilled. tades, professionals, manage- 
ment, ‘technical personnel etc. 

For free information about our publica- 
tions, write: 


EC, EC PO Box ab Town cee 
| Canada H3P 3C7. 
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* Marketing countentraded products . 
Fiduciary and trustee services 
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180% AVERAGE PER YEAR 
_FOR PAST 5 YEARS 
PETER’S BRANDT'S OWN 
TRADING RETURNS 


Commodity Traders Consumer Report additionally” 
ranks Peter Brandt's newsletter the “Factor Re- 
port" No.1 in the US on return in margin equity 
180%, lower risk per trade $252 and among the 

smallest drawdown in equity 5 tae „Mr Brandt. 
i will be accepting a limited n eee 
4 accounts where HIS ONLY COMPENSATION 

deniers, ta OF PROFITS. For full disclosure 



















Pecnanent resident status can be 
available for businessmen who are | 
> willing to work and invest in the UK. f 
: We provide a complete and profes- | 
sona service for such clients. — 


_DAVID D GARRICK 
Anne Street, 






























21 IT ar 242- p “8208. Telex: 226000ETLX 
URVATIN VANG. Ail types of Pension Accounts 
accepted. 















Telex: : 8954102 


= Well established successful eanutacturee of plastic components 
- for pharmaceutical, cosmetics and toiletries industries, with good 
hi rowth record and first class representation, seeks agency for 
ain and/or Europe of North American product range appropri- 


: ; ate to those industries. Please write in first instance with fullest 
-information and sales literature; total confidentiality guaranteed. 


‘Box 3490 
>: The Economist News 
-25 St James’ s Street, 
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r deduced at source 
A Limited liability 
rec Minimum investment 
A Futures satel | £5,000 or sterling | 
ccount programme equivalent 


Please send me details on your inyestment Programme EC 23/08 
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= CSIC TD 


159 Hatton Wall London ECIN 8HX 
3 CSIC M Fox Ol 405 TEA 











US IMMIGRATION 


US Attorneys provide. 





residence. 
Free information: FS 
PO Bon ees, 1476 W. siate 


Salem, Utah 84653 USA 
Telephone 601-423-1787 - 
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Are you yu seeking a partaerc ora 
resence in Liechtenstein/ 
witzerland? 


x controling any es =e Networks 
* Off-shore Business " 


* Consutltin Services 

* AS Cran Ofice/bank introductions 
‘Please write or call strictly confidential: 

Elkuch Industeie-Technik AG 





9487 Bendern/Liechtenstein ’ | 
Tel: 0757 1177, Telex 889119 ELKUFL f| 


contidential computer- |- 
assisted evaluation of your aor for US py 


| curricula vitae. Tel: 
: i details. 


AUTHORS! Send Your -Manuscripts 


| + sikader atna Services 
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Biographical, Fiction, Travi 
etc: for Book Publication.: Reas 
terms. Stockwell, Dept 75, iirracombe, : 
Devon, England. (Estd 1898). 















ZURICH ZURICH ZURICH | 
BAHNHOFSTRASSE 52 
_ YOUR OFFICE AWAY FROM HOME 










financial returns E us investments, 
company transfers, employment, etc. ALL 
MATTERS HANDLED BY LICENSED US 
ATTORNEY. a Europe and Asia ind 
“Contact: Edward P. Gallagher, ee, 
‘at-Law, PO Box 70302, Wi 
20088 (USA). Tel: 301-951-9616. : 







A New Billion on Dollar Industry 
will give you projected annual returns of 5% for: many, many years. 
FISH AND OYSTER FARMING | 


minimum investment US$4, 000 
_ For details write £ today in in English: 


Box N 


_ Triservice SA, PO Box, CH-1219 Chatelaine. 


‘REQUIRED 
We would like to talk 


TO YOU 


If you or your company are: 
1. Financial Consultants 
2. investment Brokers 


FOR AGENTS TO | 
REPRESENT US 


We have an established ory of sue 
Commi Fund Manag 
and now we wish to talk ‘seriously with. 
Senna vain 
in 
with management e 
bason int City of London 
by two centuries of trading 
offeri 





ience 
backed 


a resident Nieran ‘company 


“as a representative. Company officials 


are well experienced and have excel- 


We are looking worldwide = | | lent contacts. Will also assist export 


enquiries of Nigerian goods. Reply Box 
3492, The Economist veneer Utd. 


iv fone Europe Will be 7 
ber: 1-30. Reply in 


oe Rael 


in Europe 
a confide x 





managed funds that ie oupetomed y Ee irat 


all our competitors _ s 
todethe with 

von attractive commission i 
and excelent sales 

Fom ad Office. 

If you wish to hear turthe 

terms of an 

us please write to; 





-More gloomy figures from America: real GNP 
nly 0.6% (annual rate) in the second quarter, reducing 
in July, its industrial production shrank for the third month After falling for six mont 
grew by only 1.5% in the year to the second quarter. But West London auction rose for the 
e been on a spending spree: retail sales rose 6.3% (by row to 131p a kilogramme 


> yea to June. In July, 20.4% of Spain's workforce was unemployed. _ thatoutputin the mainprodi 
4 fell by nearly 60,000 tonnes 149 


jusi ! trial production @NP/GDP retail sales. unemployment % rate first five months of this year: th 
. 1 year 3mthst 1year 3 mthst 1 year latest year ago important North Indian crop was 3 
lower at 73,000 tonnes after its bumi 
7er 123 ~ output last year. Traders expect goo 
prices to continue: the superior nev 
season Assam tea will come on to th 
market next month, and stocks in Britai 
are down to 82, 000 tonnes, half their leve 
a a year ago. 


1980= 100 
Dollar index 


See industrial 
lower than a year ago. America’ S wholesale prices All 


Fell 2. 2% during the. year and West Germany's by 3.4%. Britain's consumer prices Ntat 
“ose by 2.4% in the year to July, but workers enjoyed a pay rise of 7.5% inthe year to -Metals 


_June—giving them the biggest increase in real wages of any country. pee index 
% changa at N rate Food 


consumer prices” wholesale prices* wages/earningst industrial 
t year . Adj 
, Nfat 
Metals 


SDR index 
All items 796 803 
Food 87.1 88.1 
industrials : i 
Ali 71.5 72.0 + 03 
oy eee > Nfat | 779°. 79.6 +35 
eden : 4 a t | F ET ry I8 o + E 0. oe A X 7 : i r : (5) | a k: 5 66 ae 
-e ry m DET © $peroz > > 384.25; 375.25 +61 
Crude oil North Sea Brent ia 
wage rates m manutact xcept Australia, weeki sami S <2! n, and Switzerland, monthi earnin jum, $ per barrel i 13.90 13.95 oe +50.0 af, 
A jen and SEA our airat UK, moniy fanaa 5 a sm | E 7 | ai ii Non-food agriculturals. gaga i 


KIr countries" exports to OPEC, a 


— lAs % of total exports 
oo Value, Sin 


United States 
Switzerland { 
25 


yi japan is is OPEC pare wih 
tse nin 18 to ihe oil cartel 


Our : sold. a bigger propor- 

i their exports to OPEC: Italy . wien 
; Greece (9.6%) and. Turkey on ie 
shipped 35% of its total Epes a1 


; nally adisted eot whore oiharniss stated “A dj. tA\ verage 
t annual rale. fn. a. - Not available. -Small figures in brackets de: nonth of indic: a 












































FOCUS: EXCHANGE RATES The £ WORLD. BOURSES Most slockiarkets. wee aera this v week 
dollar's trade-weighted index (as cal- | interest rates. Tokyo jumped 5.6% to a record high, Frankfurt ro 
culated by the mF) has dropped 30% | wasup by 7.3%. Holland and Belgium rose to all-time highs. 
from its peak in February 1985, witha | Stock price indices 


X mark, The ali the yon and the D- | Aug 








os Australia 11853 
7 ‘onl. 17 T inuia countries. meea 
mos pe of America’ S trade deficit 
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% ¢ change since February 1985 
against ed currencies of : 


| 40-20 
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‘(ATES The 12-month growth in America’s money suppl 
quickened in July: M1 rose 13.4% and M3 by 7.9%. American government bond ayer 
eased in anticipation of the cut in the discount rate. 


MONEY AND INTEREST A 
È: Money supply interest rates % p.a. (Tuesday, excepi bonds which are previous Friday) 
} 








% rise on yearago Money market Commercial banks: Bond yields, Eoo 

Narrow Broadt Overnight 3months Prime Deposits Gov't Corporate Deposits Bonds 

(M1) lending 3 months long-term. -3months 
Australia + 1.6 +129 (6) 17.00 16.90 18.00 1675 1385 14.85. 17.22 1495 
Belgium = + 3.8 + 7.4(12) 6.35 730 10.50 680 766 _ 991 7.25 a 
Canada +43 +52 (7) 8.25 8.55 9.75 855. _ 9.26 10.09 8.44 


| W Geman +115 +79 (6) 450 460 700 419 59 573 444 565 


Holland +59 +45 4) "6.13 5.50 8.00 5,50 6.05 6.55 5.31 6.25 


fponoKong Ray +98 + 82 (4) 11.75 1150 1350 11.50 10.91 974 11.00 na- 
Japan +63 +85(6) 450 468 413 2173 484600 478 52 
Span +151 +122 (5) 1258 1222 1450 650 1230 1267 1213 na 
Sweden — na +71(5) 800 977 1275 936 _ 9.85 1120 950 na. 
Switerand + 38 + 5.9 (5) 156 438 725 376 429 480 498 4.56 
UK $223 378.3 (7) 1038” 963 1100 969 9.50 10.47 9.81 10.09 
USA +13.4 + 7.9 (7) "6.19 5.70 8.00 5.80 728 “6.90 - 613 7.43 


ay ne notice 4, 4 





Other key rates in London 3-mth Treasury Bills 9.5%, 7-day interbank 10. 0%, clearing banks ‘ 
Eurodollar rates (Libor): 3 mths 6.2%, 6 mths 6.1%. : 


+M2 except Australia, Canada, Spain, Switzerland; USA, W.. Germany, M3, Japan = 

rates quoted available on request. Sources: Bank of Bilbao, Chase lanhatia 
. (Belgium), Nederlandse Credietbank, Credit Lyonnais, Svenska Handsisban 

rates are indicative only and cannot be construed as offers by these banks. . 
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Ni aves value down 0. 6% cat the week: it hit: a postwar low of y1 52.75 and a jhe i, av DM2. 047. Australia’s ie t 
deficit may be starting to shrink at last: it was $981m in July, but the 12-month total fell for the second month running, to $9. 
. Car vada had a trade surplus of $8.6 billion in the year to June—but that was barely half its surplus in 1984. io 
| Trade balance” current- Trade-weightedt currency units per $ currency units 
gon account exchange rate 


latest12. balance $bn 
$ months - ktest t2 mths latest year ago latest 
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Strength 


The mark of a resourceful bank 





The placement of capital market instruments 
needs experienced professionals. Enlist the help 
of the leading Swiss bank with proven placing 


power. 
UBS — the strong bank. 






Worldwide network 

of UBS Far East: Tokyo, 

Europe: Frankfurt, London, Hong Kong, Singapore 

Luxembourg, Madrid, Latin America: México, Aital: Sudden 

Monte Carlo, Moscow Panama, Bogotá, Caracas, EES, tat | : Union Bank 
North America: ee esp Rio de Janeiro, Africa: Johannesburg JE of Switzerland 
New York, Chicago, Los MOR NE Head Office J 

Angeles, San Francisco, Middle East and India: Union Bank of Switzerland 

Houston, Cayman ls., Abu Dhabi, Bahrain, Bahnhofstrasse 45 


Montreal, Toronto, Calgary Beirut, Tehran, Bombay CH-8021 Zurich 


“Who provided the 
instrumentation for R&D?” 


" 
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Helping communications get off the grount 


Goonhilly earth station in the South 
West of England is a vital link in 
Europe's satellite communications. 


Gould logic analyzers and digital 
storage oscilloscopes played a vital 
part in the research and development 
necessary to establish this installa- 
tion, and now help to monitor its daily 
operation. 








instrument systems from Gould are 
used in a broad range of markets and 
in a wide variety of applications, 
ranging from R&D and quality control 
to digital recording, product testing 
and scientific analysis. 


As well as instrument systems, Gould 
is predominant in industrial auto- 
mation, computers and electronic 





components, including semicc 
ductors, with a worldwide prese 
extending from R&D through ma 
facturing to sales and support. 


if you would like to know more abq 
Gould’s capabilities, write to: 
Gould Inc., 

10 Gould Center, Rolling Meadows 
Illinois 60008. 





High performance solutions in industrial automation, information 
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TALES FROM CHERNOBYL 
__AS CENTRAL BANKERS THAW 
CHINA'S REAL CULTURAL REVOLUTION 


IF WAR CAME TO EUROPE 
A survey of NATO’s central front 
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British Aerospace’s new Experimental Aircraft- EAP — is as 
revolutionary in the 1980s as the Spitfire was in the 1930s. 

Its design technology is at the frontiers of knowledge to achieve 
levels of aerodynamic agility and pilot control not previously 
considered possible. 

EAP will prove much of the technology for Europe's New Fighter 
Aircraft Programme —Eurofighter—which is soon to be built by 
British Aerospace and its partners for service in the mid 1990s. 

some 800 Eurofighters are needed for the defence of Europe 
demanding a work commitment from British Aerospace well into the 
twenty-first century. 

Such a project will require experience, skill, and vision -the very 
qualities that helped British Aerospace create the world’s most 
advānced range of military and civil aircraft, spacecraft and guided 
weapons systems. 

Spitfire and EAP might be generations apart but the pedigree is 
the same as is the foresight to provide for whatever tomorrow 
may hold. 


BRITISH AEROSPACE 


=- Uf Where 
we belong 





A good flight requires many ingredients. 
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Mr Fiat 

yiovanni Agnelli's company, 
Dages 54-56. What the motor 
industry can teach western 
manufacturers, page 9. 


Muddy front line 


Why South Africa's neighbours 
aren't clear about sanctions, 
page 20. Memories of non- 
alignment, same page. Onion 
tears for Angola, page 21. 
ee em see esa 
Japan's plight 

Dole queues, page 47, 
Beleagured oil firms, page 50. 
More gaijin in Kabutocho, 
page 59. 










Central banks’ thaw 


How currencies and bonds 
might now move, page 57. 





Labour is loved 

By more Alliance voters: our 
poll, page 41. By greens, page 
42. 





No news 


Is bad news for American 
television viewers, page 23. 


Holiday habits 


How America might learn from 
Europe, page 12. The tourists 
weren't chicken, page 44. 
Hurricane Charley turns Irish, 
page 36. Singapore has 
space, page 51. 
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Reminding Qaddafi 


The point of that American- 
Egyptian exercise, page 18. 


British shares 


Alive and well and trading on 
Wall St, page 60. Brokers at 
home for the Big Bang, pages 
66-67. 


Going places 


Amtrak improves, page 29. 
Conrail may go private, page 30 


TUC’s future 


After Thatcher's shocks, page 
11. Why Europe's 
unemployment is so high, 





Disaster story 

Why Chernobyl happened, 
page 69. What it should mean, 
page 10. How lakes explode, 
page 70. 
SPREE na SEP Se te 
Cultural China 

The second “hundred flowers” 
campaign, pages 73-76. 





NATO on guard 


Almost strong enough: a 
survey of the central front, after 


page 44. 
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World politics and current affairs 


What Mr Fiat learnt 

Tales from Chernobyl 

The Tuc and the future 

Out of the office 

Food wars for GATT 

Piuro-Leninism 

Time for IDA 

International: A kick in the ASEAN from a Philippine lady; 
Malaysia and Singapore; Libya; Punjab; Southern Africa: 
Non-aligned conference; Japan; Angola; China 

American Survey: The way it is on the news tonight; 
California; Superfund; Amtrak; Conrail breaks free; Anti- 
fundamentalists; Washington's sky-line; Stealth fighter 
Europe: The nice chap who may have to come second in 
West Germany; Refugees; France; Greece; Arms control: 
Carrara; Ireland; Poland; ec's dairy surplus; Photocopiers 
Britain: Old industry, new look, old story; Fleet Street's 
deals; The Economist/moni poll; Civil-service pay; Euro- 
pean fighter aircraft; Labour's green policy; American 
tourists 

The sentry at the gate: Nato in Germany: a survey 


Business, finance and science 


Business this week 

World Business: As the yen rises, so the dole queues 
grow; American airlines; European airlines; European un- 
employment; Argentine economy; Japanese oil compa- 
nies; Soft drinks; Asian tourism; Brazilian coffee: Petrol 
prices; Tin 

Agnelli and Fiat: Dove va i! Numero Uno 

Finance: Listen to the bond for clues of cheaper money; 
Gilts; Tokyo stockmarket; British shares abroad: American 
tax reform; American taxpayers 

Big Bang Brief: Britain's home teams 

Science and technology: Russian roulette at Chernobyl; 
Volcanic gas; Aircraft engines; Satellite television in Russia 
Economic and financial indicators: Output, prices, jobs, 
trade, bourses, commodities, interest rates, currencies: 
plus a closer look at housing starts and at finance for 
developing countries 
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Books, arts and letters 


Books and arts: China's cultural counter-revolution; West- 
ern film makers in China; Chinese press 
Letters 


Ra SR a eS I S 
© The Economist Newspaper Ltd, 25 St James's Street, London SWIA 1HG. Printed in Singapore 








pT yee a i pp eueane ee 
Subscription coupon 
The Economist Newspaper Ltd. 2 Jurong Port Road, | 
Singapore 2261, Republic of Singapore 
Registered in London 236383 Regatered Office 25 St James s Street SWIA IHG | 
j Please enter a subscription fop 1 year. | enclose payment of RRR IOA e ARES | 
Australia A$135 Q Students [] A$108 
| Hongkong HK$650 [] Students [) HK$520 
Japan J¥22,000 [] Students [) JY17,600 
| Malaysia M$199 [C] Students [] M$159 l 
j Singapore s$185 O Students [) S$148 | 
Other Asia/Pacific USS$93 (] Students C] US$74 
| Index (Please apply for local rate) . 
i [£ Sterling and US $ can be accepted at the current exchange rates), œt 
| Mame NDIA BOOAR N JIM * | 
| Company wessa ST EEL i 
i Address y ; | 
f Coun SP a 
o_o um eoe 





= 
- 
è 


a wl me sb a a ol S 
















More terror 


SiR—It is not true, as your leader 
suggests (July 26th), that the 
hole point of terrorist acts is to 
it targets with no military value. 
There are several instances in 
hich terrorists have attacked 
holly military targets. Examples 
include the bomb in the United 
States barracks in Beirut and the 
land mine attacks on British 
oops in Northern Ireland. 
/hile I do not approve of such 
olence, it seems to me no differ- 













a sabi niet can soon 


oting process simply enables the 
majority to impose its will, how- 
ever brutally and however secret- 
ly (eg, by D notice and the Offi- 
cial Secrets Act). Oppressed 
groups in almost every nation 
have, at some time, engaged in 
terrorist acts to achieve indepen- 
dence. The creation of Eire and 
the United States are but two 
examples, 
<. Your justification of Hiroshi- 
maon the grounds that it brought 
a war to an end would seem to 
merit extension. Presumably if 
the IRA dropped an atom bomb 
on London and thereby achieved 
the end of hostilities in Northern 
Ireland, and United Ireland ruled 
from Dublin, you would justify 
that on the basis that it brought 
an end to further hostilities in 
Northern Ireland. 
‘One might consider terrorism 
em-day treason and use the 
ords of my Elizabethan name- 
e Harington: 
reason never yet did prosper, 
Pupi the 


















ew York J AN WR. HARRINGTON 


IR—Your leader was an exercise 
in tortuous moral casuistry. You 
d to justify “democracies vic- 
mised by terrorism” using the 
ie reprehensible types of vio- 
nce that the so-called terrorist 
does. A common maxim of ter- 























bombing of L Lib 






put to the vote. However, the 


rist groups is-that “the. end 
ustifies the means” and yet you 
ere reduced to ‘defending the > 


me rather bie 8 than the half-million 


ned issue the et w week i in in December and the first week in = The = 


table Peg Meade 2Juro AR 
a 1. Represe atve ive Office, 2 Ja 


that “whole societies speak for 
larger interests.” Yet you care- 
fully ignore the fact that, when 
these larger interests are wrong, 
the state has an immeasurably 
greater power to inflict harm than 
the freelancer. The status of na- 
tion statehood does not confer 
automatic infallibility. 

One of your grounds for recog- 


nising terrorism was the inten- 


tions of the participants, yet this 
is a very weak distinguishing fea- 
ture. If an act is carried out with 
good intentions, one of them be- 
ing not to wilfully hurt civilians, 
yet those carrying out the act 
recognise that there is a high risk 
of doing so, then the good inten- 
tions count for very little. 

Liverpool PauL TAYLOR 


SIR—In ascribing collective guilt 
to the whole German people (as 
he seems to do) for the very real 
crimes of the German armed 
forces in Russia, Mr Whitehead 
(Letters, August 9th) rationalises 
the killing of his victims by dehu- 
manising them. 

I felt that your leader on ter- 
rorism, which placed the bomb- 
ing of Dresden at the less appall- 
ing end of the scale of terrorism, 
let the deed and its perpetrators 
off too lightly. Air-Marshal Sir 
Robert Saundby was later to call 
it “one of those terrible things 
that sometimes happen in warti- 
me ...a deeply tragic example 
of man’s inhumanity to man”. 
True enough, I wasn’t there, un- 
like Mr Whitehead. But I do 
know the history of RAF Bomber 
Command and am familiar with 
the doctrine which underlay its 
practice of area bombing. 

To those of us from later gen- 
erations, that practice, which cul- 
minated in the slaughter of count- 
less civilians in a single terrible 
night in Dresden and the destruc- 
tion of that city’s rich artistic and 
architectural heritage, must be 





regarded as completely 
inexcusable. 

London C. O. KHONG 
Democracy’s cost 


SIR—Even by your “pernicious 
measure’ (August 2nd) the Eu- 
al ager Parliament is far better 








Americans for ah C : 
man whom you present as. cost- g 
effective despite costing. twice as SI 









much. 


A substantial part. Of. the E See 


pean Parliament's cost is attribt 
able to having to work in the 


three cities of Strasbourg, Brus- 
sels and Luxembourg. As for 


“hard work”, who would envy an 


MEP who must spend a total of © 


half each working year living out 


of a suitcase? The parliament pa 
must also bear the additional cost. 
of interpretation, translating and- 
associated printing of the nine 
official community languages. No. 





national parliament is faced with or 
such costs. | 
Joun Horton 
Public Affairs Officer 
London European Parliament 
Mars 


SIR—Your idea of using Antarcti- 
ca as a dry run for a scientific base 
on Mars (August 9th) is a good 
one, but the Antarctic treaty is 
not a good model for the division 
of extra-terrestrial property. It is 
not for the nations of Earth to 


divide space between them. Nor. 


do existing nations have an 
to sovereignty over Antarc 
the seabed, “The future”: 





President Reagan has said, ee a 


not belong to the faint-hearted. o 
Neither does. space. Thomas Jef- 
ferson gave us the answer two 
centuries ago. Mankind’s next 
colonies must belong to those 
with the courage, the initiative, 
and the drive to claim them, and 
to make them their home. 





Plymouth, QUENTIN A. LANGLEY 
Devon DaviD A. CLAPHAM. 
Sea change 


SIR—I recently returned to Eng- 
land from the continent on the 


Sealink/SNCF car ferry on their 


Dieppe-Newhaven route. I un- 
fortunately had to buy my one- 
way ticket at the docks in France, 
rather than in advance in Britain 
and was astounded to find that I 
was Charged FFr576 (some £58 at 
current exchange rates) for a 
small car and one person, even 
though the quoted price in Brit- 
ain is £48. 


Could somebody from Sealink | 
or SNCF please explain why K Teg 


should cost over 20% more t 
























K eq rently 
f order (as at the moment of 
ng) and then do not get re- 
paired under six days. In fact last 
August this entire district was left. 
TPE for ioe arte 
























































aa pecali i re- 





Bi g 

in ears no relation 

to the facts. : 
Neither is this wretched service 


cheap. A basic resi 
costs £33.30 per quarter 
Cappoquin, 


Co. Waterford SUSAN O 


American railways 


SIR—The artist who drew the: 
map showing the lines of the 
Southern Pacific and Santa Fe. 
railroads appears to have been 
side-tracked (“The next destina- 


ht: tion for America’s railways”, Au- 
ad g 







id). Did he become spiked 
i -club car or was he just 
taking a sleeper? 

The dark lines on the map for 
the Southern Pacific and the light. 
lines are for the Santa Fe. Unfor- 
tunately the key to the map was 
reversed. I hope the art depart- 
ment will be all-aboard when the 
two railroads tie and unload their 
excess baggage. 
Brookfield, 
Wisconsin = 0. 
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Kenya is poised to overcome recent 
economic difficulties. Can it reassert its 
position as one bse the most i supostu 













travel _horthwards across the 





to the be eas strong 
these waters—or is this 
other example of price-fi 
the notoriously ae m 
the EEC? 

































Tek a (22) 541 sale 


The 
SOCIETE _ 
EUROPEENNE DES SATELLITES 
has an immediate opening for an 


A .Wnitten applications witha Cy. 


3 PAs should be adressed to 
n Soe “Degree The Technical Director 
# Degree in Business Ad he OM, SOCIETE EUROPEENNNE 
& Written and or i a mM des SATELLITES 
in. Engish, French + German A i 63. avenue de la Liberté 
PEXperience in cont atte BOX TBE. oo 
= gorations and financing: 
would be an asset Al 


"AGRICULTURE BANK OF 
- PAPUA NEW GUINEA 


alt manpower plaa of the 
mae EES motor 


hone: 25 9255 


O'MELVENY & MYERS OFFERS GR Al 


in commemoration of its centenary year in 1985, the la 
O'Melveny & Myers established a Centennial Grant Progra’ 
foster study of the challenges and opportunities facing. Americ 
business in today’s interdependent world economy. The annua 
grant of up to $50,000 is designed to enable its reči 
undertake a thorough examination of a selected problem 

the general topic “The Internationalization of American’ 

For 1987, the firm is inviting grant applicants to subr 
proposals by November 10, 1986, on the specific. subtopic 
Impact of International Capital Markets. = 


Application forms for the 1987 O'Melveny & Myers. Ceti s 
obtained by writing Warren Christopher, O'Melveny & Myers, 400 
South Hope Street, Los Angeles, CA 90071-2899, | a 


Applications for 1987 will be reviewed by john F. Akers, Président 
and Chief Executive Officer of IBM; Bruce Maclaury, President of 


the Brookings Institution; John McArthur, Dean of the: Harvard. | 
Graduate School of Business; and Susan Westerberg Prager, Dean | 


of UCLA Law School and President of the Association of American i 


| f. baw Schools, — 
| O'Melveny & Myers 


400 South Hope Street 
Los Angeles, CA 90071-2899 


BANK OF BOTSWANA 


Chief A 


Applications are invited tot ihe post äi Chief Accounióht oop 
ranking as Deputy Head of the Operations Department : 
of the Bank of Botswana, the Central Bank of 
Botswana. eee | 


Reporting to the Director of Operations, the successful al 
applicant will be responsible for the total ace 


- function of the Bank. He or she will need 


strate well- -developed all round financial and t nage 


| ment accounting skills with specific experience 


banking, foreign exchange, bonds and securities. A 
knowledge of computer applications is also essential, 


The post is available immediately. Candidates must | è 
qualified accountants with at least five years wor 
experience. 


Salary: Contract ocer 


aen jachidiña a curriculum vitae- shoul 
be sent to the Director of Administration, 
Botswana, PO Box 712, Gaborone, Botsy 


Further details may be SUPR lied on request. 































To be su cessful james must fesporit to social 
ene by meeting the needs of the market place. 
Our strategy is therefore based on a recognition 
that allour businesses should help our customers 
enjoy and benefit from their increased spare time and 
that we must anticipate the future direction their 
needs may take. 
In the UK, while the core businesses have 
continued to. prosper. specialist retail chains are 
being developed in related product groups. Our Price 
Music and the booksell ers, Sherratt & Hughes, are 
exam ples, 
wae ia another field, Do It Albafier less than: seven 
yirs 184 among the market. leaders. 
the same time, new technology has been 
O growing. our newspaper, and magazine 
usiness by the introduction of computer- 
systems to provide. an even more 
ce lor our newsagent customers and for 


pportunities have been taken tO 
carni at home. ° : 








ASSIC BOOKSHOPS + WHS DISTRIBUTORS + Wi 






Profit before taxation (£m) 


$id YNO Te 4 


SBHONH 8 LIVEEAHS + LEVIN DIS + 201u 


ead ng iene ofr news ae gift 
airports and railway stations. ‘Mor 
customers a month are served. 


These developments are cont 
opening new retail outlets around 
rate of three every week, And we will 
on the strengths of our individua busine 
now and forthe future. eo 

This philosophy has. already bo ne = fui. Since 
1981 sales have increased by 88% and pre-tax profits 
by 205% earnings per shat have risen over the same 
period by 180% to 17-2p, while the net dividend for 
the year of 6-Op is more than two anda half umes 
that paid in 198k - . 


New heights are still to be scaled, 


For further information about the development 
of WH Smithat home and abroad, please send for 
a copy of the Annual Report and Accounts: wri 
Julian Smith, WH: Smith & Son (Holding: 
Strand House, 7 Holbein Place, aa dön $y 




































What Mr Fiat learnt 


Giovanni Agnelli is Europe’s best-known businessman 
because he is in the business of making cars. Lee 
Iacocca is temporarily America’s best-known industri- 
alist for the same reason. 

As the Japanese became the world’s finest carmakers 
-~ years ago, after having made practically none only 
ten years before, the myth spread that this was there- 
fore yesterday’s industry, temporarily reposing in Na- 
goya on the way to South Korea. Europe and America 
will never revive their manufacturing employment until 
they realise that the technological revolution means 
mainly that they can make yesterday’s things more 
ingeniously and more cost-effectively—but only if they 
change yesterday’s attitudes among the workforce. 

The scope for learning this lesson is greatest in Henry 
Ford’s old industry, because the man at the top of a 
carmaking company has so many worlds he can con- 
quer. His product can be a capital investment, a 
consumer urge, a status symbol. He throws out chal- 
lenges to a range of technologies stretching from metal- 
bashing to micro-circuits. He absorbs change from 
every branch of science. The design of his product is the 
most visible emblem of each passing year. 

The story of Mr Agnelli’s leadership of Fiat (see 

ages 54-56) is that he started by making almost all the 
iona! European mistakes, but is now marking up 

ome of the best accomplishments of the turnaround 
men. In addition to Mr Agnelli and Mr Iacocca, the 
motor industry has produced a lot of this breed in the 
past 12 years—Schmücker at Volkswagen, Edwardes at 
British Leyland, Egan at Jaguar, Calvet at Peugeot and 
maybe now Besse at Renault. Much of what they have 
done makes sense right across the West’s manufactur- 
ing industry, so it is worth seeing which of the new 
policies have worked, and which most decidedly 
haven't. 


Old truths, old illusions 

The turnaround men in carmaking have all had to 
relearn the first lesson from Henry Ford—that the 
product beats everything else in determining success or 
failure. Volkswagen relied too long on its trusty Beetle 
and was rescued by the smarter Golf. Fiat’s Uno and 
Peugeot’s 205 boosted them. Renault’s present woes 
are due partly to a thin patch in model development 
after the successful R5. And all the recovering compa- 
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nies, led by the once-shoddy Italians, have had to re- 
learn the importance of quality control. Jaguar made a 
success of an oldish model by building it better. Mr 
Iacocca showed the search for quality is not expensive: 
it brings higher productivity. 

The turnaround men were tough on everybody who 
worked for them. The motor unions, aristocrats of the 
workforce, had to be brought down from perches at 
Fiat, Peugeot and British Leyland. Mr Iacocca fired 33 
out of 35 vice presidents at Chrysler. Half the turn- 
around men came from outside the motor industry, but 
all saw the need to break fiefs, remotivate what had 
degenerated into bureaucracies and restore clear lines 
of command. 

The worst mistakes were made by believers in 
industrial strategies who thought that bigger meant 
better: “economies of scale” are often better translated 
as “if you will join with me, we may both be able to stay 
inefficient longer”. The group therapy that some 
claimed would come from bundling together British 
Leyland produced instead a demoralised, bureaucra- 
tised nightmare. Fiat got nowhere with Citroén, and 
Renault went backwards with American Motors. Peu- 
geot nearly crippled itself by buying Chrysler’s Europe- 
an interests, just as Chrysler did by buying them in the 
first place. Fiat was wise not to merge with Ford 
Europe. Mergers of lively equals never work: both are 
unwilling to be the one that sinks from sight. The best 
way to acquire size is by building it from scratch. If you 
must buy a company, run it in your own way—as 
Volkswagen is doing with SEAT in Spain. 

Diversification is another way of ducking the task of 
building good cars. Ford’s foray into consumer electri- 
cal goods was a nonsense, as was Volkswagen’s into 
typewriters. General Motors is trying to broaden itself 
with the purchase of Hughes Aircraft; Mr Agnelli is 
moving Fiat deeper into the defence industry; Daimler- 
Benz has bought Dornier and AEG. Some may benefit 
as holding companies, but probably not as carmakers. 
The turnaround men have shown that capital has to be 
spent on putting fast-changing technology into new 
models and new production processes. The days of 
cosmetic model changes, gullible customers and slowly 
evolving production lines are over. 

Even with these lessons learnt, the carmaker’s life will 
not be easy. The comparative advantage in making cheap, 
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: merging ‘countries s like 

Brazil. Japanese manufactur- 
pmarket by the higher yen, and into 
ni SaD In five years’ time, the 

















t : topean governments should welcome 
Japanese investors with open arms and markets, but not 
ith taxpayers’ subsidies. Manufacturers may wail in 
yat there are already too many of them for the 
‘et. They are right: periodic oversupply is one of the 
ures of capitalism. But they are wrong to imply that 
can somehow become more comfortable 
ough “restructuring”. 

Tidy minds at Japan’s Ministry for International 
rade and Industry once thought that the country’s 11 
ar companies should be thinned down to three. The 11 
nsibly resisted and went on finding and filling differ- 





was. ‘stopped from pe eta it only by the “back- 
‘i oe British Leyland. Alfa Romeo may need links 
































Russia’s nuclear scientists descended on the Interna- 
tional Atomic Energy Agency (IAEA) in Vienna on 
August 25th with a lorry-load of technical papers, a 
disarming show of contrition—and a welcome policy of 
candour in the aftermath of April’s catastrophe at 
Chernobyl. All this helps to provide answers to the 
questions: that laymen have been asking ever since. 

Could it happen again? Were the consequences so 
dreadful that the risk of repetition is not worth taking? 

<- The Russian revelations confirm that some aspects of 
Chernobyl’s accident were no worse than was feared at 
the time. Only two people were killed in the explosion 
id fire on the day of the accident. Radiation sickness 
s since brought the death toll to 31. But the IAEA 
ears that about 20,000 deaths are still to come. These 
ople will die quietly over the next few decades— 
ims, nonetheless, of events at Chernobyl’s reactor 
mber 41 in April 1986. 








sk lies i in the bumblers 
s nature of those events is more disturbing, because 
re clumsy, than many western scientists had first 
hought. They had consoled themselves with the 
ught that Russia’s RBMK reactor would probably not 
been approved in America or Western Europe. 
RBMKs do have flaws; Russia has already started to 
odify. them. But a close Jook at how the accident 
pened (see page 69) says more about the frailties of 
in than about the faults of machines. 
‘Nuclear reactors everywhere work on the principle of 
, ‘defence i in a depth They are- protected. by a series of 
ndepende 7 nd emergency systems, which 
to fail all at once. This 
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The case for nuclear power has been dented, but not destroyed 


_after another, by a team of ju 








chy over to ‘cheap four-wheel drive. The 
“world car” is a rsa for a quiet life b 








design and construction of engines. The growing en. l 
dency for carmakers to buy complicated parts from 
each other makes sense, 

This is the mature industry that Mr Agnelli personi- 
fies—an industry with more technical variety, more 
scope for imagination, more unfinished business, more 
ways to survive and more ways to put. een thy a 
winning product than ever be €.., cin the 






Japan revolution. The lessons. “from 
therefore ear clear, even when 






proved itself (just) at Three Mile Is andi in 1979, when 
most of the radiation escaping from the core of Metro- 
politan Edison's reactor was trapped inside the concrete 
containment building. Why did it fail at Chernobyl? 
Although Chernobyl, like certain western reactors, 
did not have a containment building, it did have 
impressive multiple defences: an emergency cooling 
system designed to flood the core with water if it started 
to overheat; systems to shut the reactor down automati- 
cally if power, or the water level, fel low; ; and so on. 
None worked, because they had b ched off, one 












minor test on a steam turbine. 1 our 

operators looks so foolhardy that westerners may sa 
“this could not happen here”. But remember that, 
although reactors are designed by brilliant engineers, 
they are run by humble technicians who are us 
cutting corners and who seldom understand h c- 
also 


tors work. At Three Mile Island technicians 
overrode safety systems that baffled them. - 
Russia’s candour after Chernobyl gives. the world a 





improve; reactors will be modified to mal e it! harder for 
a t the Io pro 
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still wants to double its nuclear output by 1990. Other 
countries with the political will to invest in nuclear 
energy—Japan, France, perhaps West Germany—will 
reap its undoubted benefits. These include cheaper 
electricity, fewer people killed from coal-mining, less 
acid rain, less pollution generally. 

Obtaining these benefits involves risk. But life is 


The TUC and the future 


Britain’s private-sector trade unions would lose from 
any deal with a Labour government on incomes policy 


When Britain’s Amalgamated Engineering Union 
asked its branches whether their members wanted to 
accept the Thatcher government’s money to help fi- 
ce ballots, 50 out of 52 branches replied that their 
mbers certainly did not. Only 0.5% of members turn 
p to branch meetings, so the union arranged electronic 
voting for about one-third of the others. More than 
90% of this 60-times larger constituency said they did 
want the Thatcher money, by a majority of 12 to one. 

The main dividing line at next week’s Trades Union 
Congress (TUC) will be between leaders who prefer 
their union to be ruled by the 90% and delegates who 
want unions to continue to be ruled by the 0.5% (ie, by 
themselves). The votes of most factory workers will be 
cast for 90% democracy. The biggest union favouring 
rule by small activist groups will be the local-govern- 
ment clerks. 

This is an extraordinary change from the pre-Thatch- 
er years. Every expert then preached that Britain’s 
manufacturing industries would always have lightning 
strikes and Chinese practices, because for British bull- 
dog reasons the rank-and-file would obey Red Robbo 
stewards regardless; so the only conclusion for people 
who liked bulldogs was that all British factories should 

democratically allowed to go bust. Those who 
murred were told to be patient because the TUC 
would be driven gentler by the growing voting power of 
government clerks, caring social and health workers, 
teachers and others who would never strike. 

Actually the British habit is that you good-naturedly 
let your union be run by enthusiastic activists, until you 
feel frightened they may activise you out of a job. This 
habit runs through all unions from the horny-handed to 
the high-faluting, and the horny-handed are at present 
more scared for their jobs. The TUC’s general secretary, 
Mr Norman Willis, has tried to keep in the middle of 
the road when smoothing the resulting ructions, and is 
therefore being kicked from all sides. 

Leaders of factory unions, such as the engineers’ Mr 
Bill Jordan and the electricians’ Mr Eric Hammond, 
want rule by the 90% because the policies of their 0.5% 
of activists would lose still more members’ jobs to 
Murdochs or Japanese (now only 29% unionised versus 
55% in 1950, but looking rather richer for it). Lefter 
leaders like transport’s Mr Ron Todd call official strikes 
against Murdochs; but his members’ lorries drive out of 
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risky, and experience is valuable. The nuclear industry 


should indeed have been scared by Chernobyl: into 


prudence certainly, into delay probably, but not into 


closure. One danger is that investment may slow in the 


countries that could otherwise have led the research 
into safer designs, and continue apace in countries that 
are still too backward to do so. 





Wapping regardless. Most union leaders genuinely 
thought that Thatcherite confrontation would launch a 
decade of industrial strife. Instead, only 2.4m working — 
days were lost in strikes in the 12 months to May, the 
lowest for 20 years; compare the annual average of 
11.1m in 1975-84. Since 1979, one in six of the unions’ 
members has left them. So modern unions like the 
engineers and electricians are moving on to no-strike 
agreements and profit-sharing deals; next will come 
wage-payback pacts to save factories. Twelve of the 
TUC’s big 21 unions work mainly in the private sector; 
they will gradually follow Hammond-Jordan strategies 

if outside circumstances do not intervene. 


What can they tell Kinnock? 

One intervening circumstance might be the election of a 
Labour government. All union leaders want that, and 
all will vote for next week’s motions which say this is 
essential because the Conservatives have deliberately 
“forced down pay”, “massively increased the numbers 
of low-paid workers”, and (by implication in a motion 
from the schoolmasters) failed to “ensure that workers 
receive a share in national productivity through in- 
creased real incomes”. Actually, in the year to July the 
average British worker had a pay rise of 7.5% against a 
price rise of 2.4%—the largest real wage rise in any 
OECD country, and twice the rise in real GNP. A 
Kinnock government will rightly want to curb that rise, 
because it increases unemployment more than anything 
else does (see page 45 for the cold statistics). 

The factory unions’ leaders had better ponder wheth- 
er they want the curbing to be done through an incomes 
policy (which would hamper the profit-sharing and 
other innovations on which the future prosperity of 
their industries depends) or through what the TUC calls 
“ideological” Thatcherite constraint on demand. The 
Australian unions’ social contract with their Labor 
government has brought drops in real wages for three 
years, followed now by sterner constraint because the 
rigidities such pacts so often impose have made people 
flee from the Australian dollar. True, Labor Australia 
has been hit by worse terms of trade; a Kinnock 
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government in 1987-92 would suffer on North Sea oil. ` 


There are two main prizes the unions would presum- 
ably get for an accord. One is greater influence over a 


Labour government, which they would then turn in a 
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E The rough way to force agriculture on to the agenda of 
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the 120 most marginal Tory seats, already picked by 
0.5% representative committees, ensure that any Kin- 
nock government will have the furthest-left parliamen- 
tary Labour party ever. It will need propping by loyal 
union votes at its annual conferences, and it is a mercy 
(not least for foreign policy) that these now seem likely 
to appear. The other prize would be an increase in 
government expenditure. 

Awkwardly, this means throwing factory workers’ 


= taxed billions into the field where trade unions are least 


reformed. Fewer than 40% of Britain’s 14m private- 
sector employees are in unions, mostly ones that now 
accept market pointers. More than 80% of Britain’s 6m 






public-sector workers are in unions, mostly ones that 
don’t. Over 90% of national government’s direct em- 
ployees are in unions; and the biggest has just elected a 
hard-left general secretary in one of those polls where 
the most activist 0.5% seem to play more than a 0.5% 
part, but few typists worry in Surrey. Whitehall will not 
close swiftly and secretly tonight, and operate more 
efficiently with only one-sixth as many civil servants 
from Wapping tomorrow. 

If trade unions dealing with the private sector are not 
to go on losing members, they will have to discover new 
and flexible sorts of pay. They will find this difficult if 
they are handcuffed in an incomes accord with their 
public-sector sisters. 





- Out of the office 


An end-of-season export from Europe to America 


_ The French all do it in August. The Japanese hardly 


ever do it. Americans prefer doing it together, publicly; 
their private enjoyment of it is brief. The British are 


_ keen, and spread it throughout the year. The Germans 
-= go all over the world to do it. 


_ Psychologists would have deeper explanations, no 


doubt, but the holiday habits of different countries bear 
scrutiny. In a world where businessmen have been to 


_ the same business schools, look at the same accounting 


ratios, stay in the same hotels wherever they go, wear 


= the same jogging shoes and read the same newspapers, 


the strongest national difference between them is 
whether they take their holidays short or long. 

To the American new to his company, two weeks 
(plus a rash of public holidays) is all he is entitled to. It 
will rise to three if he does well; four weeks is for those 
who are far too busy to take more than a fortnight 
anyway. But four weeks is where the stripling European 


executive expects to start. He, and even more his 


family, will be disappointed if he is not getting and 


taking five or six weeks a year by his mid-thirties. A 
couple of weeks by the sea; a few days at home to clear 


out the shed; a spring break in the mountains; wrap 
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Christmas and New Year together by taking off the days 
in between; some skiing in March. Even six weeks, 
thinks a European, is too little. 

It would be easy, at this end-of-summer-holiday 
weekend, to brand the European attitude as another 
cause of the old world’s economic malaise. Circuses 
undid the Romans; perhaps package tours are slowing 
their whole continent. That view is too glib, because 
Europeans were taking longer holidays than Americans 
even in the 1950s and 1960s, when their productivity 
growth was much faster. Japan’s growth rate halved 
between 1950-73 and 1974-86 without any occidental 
tendencies creeping into their working year. No, the 
European holiday is not the mark of Eurosclerosis. 

It might even commend itself to the Americans and 
Japanese, provided it could be wrapped up in the 
language of a business-strategy course. Lecture one: 
power-boat breakfasts. Lecture two: getting the vg 
out of softwear. Lecture three: motivation, by Profe 
sor Pina Colada. Lecture four: Parkinson’s law revisit- 
ed, or how sleep expands to fill the time available for it. 
Like a lot of business strategy, you could soon get the 
hang of the buzz-words. 





Food wars 


next month’s trade talks 


Ph 


Two warning shots have been fired by America’s trade 
officials in Brussels—and a salvo could follow if Europe 
declines its invitation to the agricultural-disarmament 


table. The recent American deal to sell sugar to China 


below market rates, coming soon after the cheap-grain 

deal with Russia, serves notice on Europe’s protection- 

ist agricultural ministers: negotiate on reducing farm 
12 
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surpluses at the trade talks to be launched in Uruguay 
next month—or have America’s huge surpluses un- 
leashed on your own markets. 

Until now, America has been restrained about Euro- 
subsidies to agricultural exports. Trade officials in 
Washington, inhibited by the White House’s disdain for 
export subsidies generally, have been reluctant to 








retaliate whenever the EEC has subsidised its way into 
markets that America considered its own. But the sugar 
and grain deals show a new aggressiveness. In both 
cases, America is selling off subsidised surpluses at 
knock-down prices, ousting other exporters. 

In effect, America is challenging Europe to negotiate 
on three issues. It wants GATT’s vague rules on agricul- 
ture to be toughened; GATT’s general rules against 
export subsidies to apply to agriculture; and the Euro- 
pean Community to heed rulings on farm matters by 
GATT’s disputes panel. On all three points, America has 
much to gain and Europe has something to lose. The 
vagueness of the rules allows the Europeans to imple- 
ment “variable levies” to help finance their common 
agricultural policy (CAP). The present exemption of 
agriculture from general GATT rules on subsidies works 
to the advantage of Europe’s less efficient farmers. The 
Community has ignored GATT recommendations on the 
citrus and soyabean disputes, while America has com- 


ied with the panel’s wishes. 
e most efficient farm exporters like Australia and 
rgentina—who subsidise less but are more dependent 


on agriculture—are keen to see the EEC start negotiat- 
ing with America. Together with New Zealand, Thai- 
land, Brazil and Uruguay, they have formed a group 









called the “non-subsidising agricultural exporters” to = 


raise farm issues at the GATT talks. Australia, Argenti- 
na and Canada, with two-fifths of the world’s wheat 
exports, have already discussed a common strategy. 
Their dearest wish is to see the big exporters dismantle 
their farm subsidies, and their worst fear is that a full- 
blooded Euro-American agricultural war might now 
break out instead. Australia sells grain to Russia and 
sugar to China, so it has lost millions of dollars from 
America’s first two strikes in its skirmish with Europe. 
Argentina suffers every time big subsidised exporters 
push prices down. Europe says it would like to see 
agriculture discussed at GATT, but has yet to convince 
anybody it is sincere. Expect, then, to see the Commu- 
nity sending CAP theologians to Uruguay with little 
interest in dismantling their life’s work. 

Unless, that is, America can persuade recalcitrant 
Eurocrats to look after their taxpayers’ money rather 
than their farmers’ interests. Both America and the EEC 
spend over $25 billion a year supporting farming. 
Without agricultural disarmament, the United States 
will arrange many more discount deals like its grain for 
Russia and sugar for China. In the short-term, that will 
wound everybody, except America and its customers, 
In the long-term, all will be bled. 





Pluro-Leninism 


Can communists become more pluralist among 
themselves—without risking an attack of democracy? 


Is the communist movement, which broke away from 
other socialists a century ago to take what it thought 
was a short-cut to Marx’s millennium, starting to grope 
its way back to reality? The world’s largest communist 
party has not only set about reforming China’s centrally 
planned economy: its leader, Deng Xiaoping, is talking 
reforming the party too. Even Russia’s Mikhail 
Woran. who leads the world’s most unrevolution- 
ary communists, says a “revolution” in Soviet thinking 
is needed to get his economy moving again. Such talk 
matters, because about a third of the world’s people live 
under communist regimes. When parties which have 
always claimed to know the answers start showing signs 
of self-doubt, the effects could run far and wide. 
Communists have bickered among themselves before 
in times of difficulty, only to resume the disciplined 
onward plod as habit reasserted itself. Every attempt at 
anything more radical than a brief bicker—including in 
Hungary in 1956, in Czechoslovakia in 1968, in Poland 
in 1980-81—was stamped on either by the Russians or 
by the local party boss. But now some communist 
parties are wondering whether it is necessary to think 
again. They are worried by the widening gap between 
sluggish communist economies and friskier capitalist 
ones, and they are increasingly attracted by economic 
reform as a way to catch up. 
The chief obstacle in their path is the party itself. The 
communist party the world knows was created by Lenin 







to etch clear lines on Marx’s blurry vision of a workers’ 
paradise. Instead, communist parties in power, even 
the relatively adventurous Chinese one, have every- 
where proved to be the immovable object that prevents 
Marx’s working class from winning either the prosperity 
he promised, or control of its own destiny. 

Of the rules Lenin wrote for how communist parties 
should conduct themselves, no communist, not even Mr 
Deng, disputes the first. Once power is won, it must 
never be let go; and it must be used to win control of 
every aspect of the economy and society. Censorship is 
used to filter out disruptive thoughts about democracy, 
even the thought of different paths to communism. Yet 
western ideas have long found their way through into 
Eastern Europe, despite the apparatus of control; and 
in the past few years China has opened its doors to a 
flood of foreign economic ideas. 


The rule that has to bend, and probably won’t 

The reluctant admission of new ideas is made in the 
name of economic efficiency, not political liberalisa- 
tion. Even Mr Gorbachev can see that, if managers are 
to manage more efficiently, they need new ideas and 
more reliable information (though Mr Gorbachev will 
ensure that the flow of information is still turned on and 
off from party headquarters). The trouble is that, 
sooner or later, discussion about acceptable economic 
change always seems to spill over into a discussion of 
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Lenin’s means o -pre enting öpen: ‘political debate 
as his second rule—democratic centralism, which says 
jat orders: within the party come from the top, and 
just be obeyed without question further down. Such 
discipline has been one. of communism’s greatest 
strengths. It is one of the things that divide communists 
m the democratic left. But when it comes to reform, 
ocratic centralism is also the party’s greatest weak- 
ss. If nobody on the outside is to be allowed to 
ilenge the party, and if genuine debate within the 
party is smothered from the top, where are the bold 
ew economy-rescuing ideas and policies to come 
from? Democratic centralism is the rule that has to be 
bent if reform is to get anywhere serious. 

Do not look to Mr Gorbachev to do the bending. He 
ill a centraliser at heart. Once he hits on his 
tred method of improving the economy, he will 
ect his party to snap to attention behind him. But in 
hina some of Mr Deng’s men have the courage of their 
lore flexible convictions. If a communist party cannot 










































_ Every few years, the World Bank has to go cap in hand 
_ to the rich countries. The money it wants has nothing to 
do with the loans it makes to most of its poor-country 
borrowers: those are raised and repaid on strict com- 
mercial terms. The Bank needs the cash for its Interna- 
tional Development Association (IDA), which was 
created by the rich countries to channel low-interest, 
long-term loans to the poorest of the poor. No govern- 
ment doubts that the loans are needed and that IDA 
does a good job in difficult circumstances. Not for the 
first time, though, the talks over replenishing IDA are 
getting bogged down. 


pan’ s pride and inea s queasiness 

yme of the discussions are. healthy. By all means, let 
ich countries which pay IDA’s way discuss how their 
oney should be best used. This means, first, getting 
é Bank to make sure that its loans boost the incomes 
the poorest people rather than the self-importance of 
eir governments. After that come more technical 
issues—like the suggestion from American representa- 
res that IDA loans be paid back more quickly. The idea 
yorth considering: it would release some additional 
ney for use over the next few years. The case for 
r repayment is even stronger for the countries that 
iow creditworthy enough to raise money on their 
own behalf. It makes no sense to let successful South 
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How to agree on more money for the poorest countries 












the pea could be reversed. a 
Think where that might lead. For cor san 
economic reforms Mr Deng is attempting nc : 
deeply controversial. The party men arguing about 
them would soon begin to solidify into factions. The 
factions that did not get their way within the party 
would be tempted to look for support i ous the Poy ; 
And then what? Once the part y drops its c : 
infallibility, and starts letting itsic 
sion, it has forgotten Lenin’ sf 
its grip on SR 
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elsewhere, to be pursued with the zest it deserves. 







IDA replenishment 






argument for $113 billion ota new IDA money over the 
next three years. Disagreement over the maturity of 
IDA’s loans is a minor matter that should cause no 
delay. What threatens agreement is a political quarrel 
between Japan and America. 

Japan is willing to do its bit for the new replenish- 
ment, but only if it gets the recognition it feels it 
deserves—an increase in the votes on the Bank’ s board. 
That worries America, because it 4 
voting power below the 20% it 
decisions. There is a way roun 
lower the veto threshold. But talk 
many developing countries a b it queasy. America is also. 
trying to use the talks on voting power to extract 
concessions from Japan on trade liberalisation—ra 
like Japan refusing to increase its defence spe 
unless it got more votes in the Bank. 3 E 

To avoid delays of the kind that have hampered IDA’ . 
operations in the past, agreement must come soon, and 
preferably before September’s annual meetings of the 
Bank and the International Monetary. ae To let that 
happen, America should take its no 
Japan to a non-IDA forum. In ret 
E of the yen, > dapat & 

























it has already ] promi 
of $123 billion. A fig 
enough for the poo 
and let Japan and Am 
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- nora solicitation of an offer to ee these securities. 
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f iş (say ISH) Bank is not only Turkey’s 
leading private commercial bank in terms of ill. When it cor 
) and credit facilities, but also the business, we re more e than a bank . You 
h bank witł ‘branches in have access to fast, accurate, first han a 
ondon, Frankfurt and Berlin. business information through us. 
ina ich es in Turkey, you'll find Add to that 62 years of experie €; 
h € will be clear why ® ao 
- Our expert sta f ‘has the know-how to we're the bank 
vandle your imports, exports, and all other in Turkey. _ 
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Cei The broth- 


~ political and eco 
_ ers have a long way to O. 


The six countries of- N TOE E 


: Indonesia, Singapore and the Philippines, 
they are ‘Thailand, Malaysia and, most 
recently, Brunei—are geographically 
_ close, but in most other respects divided. 


They are inhabited by rival races, have 


-nival economies and even worship rival 
_ gods. One reason why the association has 


peed for so pels e i its 


t ig Deane. thinks’ that i is 


existing. | 


ASEAN’ $ avoue Eee for doing 


Jd enough reason for it to go on 


land, it favours a Kampuchean settlement 
acceptable to Vietnam. 


Malaysia also distrusts Vietnam, but > 
for another reason. It still recalls that 


Japan used Vietnam, then a part of 
French Indochina, as. its jumping-off 
point for the invasion of Malaya in the 
second world war. But many Malaysians 


balance this by also being suspicious -of 
Thailand, which collaborated with the. 
Japanese during the war. Malaysia is . slump, 
distrustful, too, of. Indonesia, which went things: 1 
t ‘with it to try to ‘keep Sabah and — 


) awak from j joining the Malaysian fed- 
eration in 1963. a 

‘If ASE N cannot agree ona clear policy 
towards Kampuchea, what hope has it of 


agreeing about economic co-operation 


when the possibilities for disagreement 
are so huge and varied? Greater econom- 


ic co-operation is what Mrs Aquino chief- 
ly wants from a more robust ASEAN. To 
help make her case, she has dusted off the - 


almost-forgotten original ASEAN Declara- 


tion, signed in August 1967, which said 
that the association’s first aim was “to 


accelerate economic growth”. The Philip- 


pinos is desperately looking for ways to 
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nd is host to many thou- 

fugees, is bitterly opposed-to 
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sistance, Indonesia, however, distrusts 

1a. It believes the Chinese helped to 

) t the attempted communist coup in 
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therefore practically meaningless. Ex- 
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Swan song in Singapore 


FROM OUR SOUTH-EAST ASIA CORRESPONDENT 


Mr Tan Koon Swan, the millionaire 
financier who was once Malaysia’s most 
powerful Chinese politician, is now a 
convict and very much poorer. On Au- 
gust 26th, after he had pleaded guilty to 
the charge of abetting a criminal breach 
of trust, he was sentenced in Singapore's 
high court to two years in prison and 
fined S$500,000 ($232,000). His down- 
fall, made still more abject by the refusal 
of the court to grant him bail pending his 
appeal against the sentence, has worry- 
ing implications for Malaysia. 

If Mr Tan had been able to pay a 
heavy fine and walk out of court a free 
man, he would almost certainly have 
returned to Kuala Lumpur to be ap- 
pointed a minister in Dr Mahathir Moha- 
mad’s government. Instead, he has had 


to offer his resignation as president of 
the Malaysian Chinese Association 
(MCA), the second largest party in the 
government coalition. The resulting con- 
fusion in Mr Tan’s party will do nothing 
to ease the tension between the ethnic 
Malays—about half the population—and 
the Chinese, who make up about a third. 

The long-standing division between 
the races was made more evident by the 
general election on August 3rd. Many 
Chinese voters deserted the MCA for the 
opposition Democratic Action party. 
Partly they were fed up with the pro- 
Malay policies of the government, and 
the seeming inability of the MCA to modi- 
fy them; partly they felt Mr Tan had 
brought dishonour to the party. 

Dr Mahathir may feel well rid of Mr 





Tan after the fall 





trade among the six is probably no greater 
than it would have been had ASEAN never 
existed. 

Indonesia’s President Suharto tried to 
get Mrs Aquino’s mind off the dismal 
science by lecturing her for two hours on 
August 25th about being too soft on the 
Philippine communists, whom she is try- 
ing to persuade to lay down their arms. 
Indonesia obliterated its communists, 
with no nonsense about parleying, in the 
1965 upheaval. 

Singapore’s prime minister, Mr Lee 
Kuan Yew, whom Mrs Aquino met the 
following day, did not lecture her. He 
likes the new Philippine government, and 
was the first ASEAN leader to congratulate 
Mrs Aquino on deposing Mr Marcos, 
whose business practices he disapproved 
of. Mr Lee sees that there would be 
advantages for free-trade Singapore in 
more regional trade: it already has the 
biggest share in what intra-ASEAN trade 
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there is. But Mr Lee is much more 
sceptical than Mrs Aquino about the 
chances for a regional common market, 

Still, it is recognised, by Mrs Aquino at 
least, that ASEAN cannot continue to drift. 
Plans are being made for a meeting of the 
association’s leaders next year. It would 
be only the third summit of this disparate 
group, and the agenda will have to be 
artfully compiled if quarrels are to be 
avoided. One way to breathe life into 
ASEAN would be to make it a defence 
pact; but whenever this idea has been 
whispered before it has been vetoed, 
notably by Indonesia, which does not 
regard Russia as a threat to the region. 

If the greater co-operation that Mrs 
Aquino has been in there nagging about 
proves to be impracticable, it is hard to 
see where ASEAN goes next. As she per- 
suasively argued in June, its “continued 
association” on the same old lines would 
be “meaningless”. 


Tan, and content to let the MCA reorgan- 


ise itself in the five years before the next 
election. In the meantime, though, a 
weak MCA will be seen by the Chinese as 
a poor defender of their interests, One 
way Dr Mahathir might placate the Chi- 
nese would be to give the Democratic 
Action party its place in the coalition. 
But that party’s secretary-general, Mr 
Lim Kit Siang, says it will make no deals 
with a government whose policies are 
based on pro-Malay racial favouritism. 

The implications of the Tan affair for 
Singapore are rather happier. The sen- 
tence underlined the independence of 
the courts and strengthened Singapore’s 
reputation for financial integrity. Mr Tan 
had hoped to escape with a fine. Helped 
by Chinese friends, he had provided 
$$34m ($15.8m) to pay off some of the 
losses caused by his misdeeds; had ar- 
ranged for obligations worth another 
$$73m to be met; and had pleaded guilty 
to one of the 15 charges he faced (the 
others have been dropped). In return, 
the state prosecutor agreed not to press 
for a punitive sentence. 

The judge, however, took a sterner 
view. Mr Tan had built the customary 
financial pyramid, using shares as collat- 
eral for loans with which he bought more 
shares. So long as the stockmarket was 
going up, Mr Tan could continue to meet 
his obligations to his stockbroker-lend- 
ers. When it started to fall, Mr Tan 
resorted to share-price manipulation. 

Last November the pyramid col- 
lapsed: Mr Tan’s main company, Pan- 
Electric, was left with $$450m of debt on 
its balance sheet and contract obligations 
to its stockbroker-lenders of S$140m. 
With over S$600m worth of such con- 
tracts (including Pan-Electric’s) out- 
standing in the market, the stock ex- 
changes of both Singapore and Kuala 
Lumpur were temporarily closed down. 
So, now, is Mr Tan. 


Libya 


Think before you do 
anything, colonel 


The joint American-Egyptian naval exer 
cises that ended on August 28th wer: 
planned long ago, according to officials ir 
Washington and Cairo, and the are: 
involved was well away from Libyar 
waters. Maybe so; but the decision that 
after the manoeuvres, the carrier Forres 
tal should patrol the Mediterranean wa 
ters north of Libya was clearly linked wit! 
General Vernon Walters’s mission to per 
suade European governments to step uf 
the pressure on Colonel Qaddafi. 
Although the general is now the Amer 
ican ambassador at the United Nations 
he is still one of President Reagan’: 
favourite envoys for important specia 
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assignments. His European tour follows a 
new series of bellicose declarations from 
Libya, including a threat on August 20th 
to attack the interests of the United States 
and its allies “everywhere”. (The words 
used about “following the path of martyr- 
dom” were suggestive of suicide bomb- 
ings.) And Colonel Qaddafi, almost un- 
seen since the American bombing of 
Tripoli and Benghazi in April, emerged 
this week to show himself to crowds of his 
subjects—although, perhaps significant- 
ly, not in Tripoli. 

Whether or not the Americans have 
clear evidence of specific Libyan planning 
for new terrorist actions, the evidence of 
the colonel’s recovery from the shock he 
got four months ago may well justify 

nding him a fresh deterrent signal. As 
D. the case in April, the Americans 
would much prefer the message to be 
conveyed not by their own bomber air- 
craft but by their allies’ economic and 
diplomatic actions. Since April the Amer- 
icans have at last forced their own oil 
companies to pull out of Libya; now they 
would like European countries to agree 
not to take or refine Libyan crude oil, or 
at least not to pass on any of the resultant 
products to the United States. General 
Walters may also seek agreement on a 
policy of barring the European subsidiar- 
ies of some American companies, even 
those not in the oil business, from doing 
business with Libya. 

Although the expulsion of about 90 
Libyan “diplomats” from European capi- 
tals since April has reduced Colonel Qad- 
dafi’s ability to exploit diplomatic privi- 
lege for terrorist purposes, the expulsions 
have not ended it. The United States may 
not, at this stage, expect to get all its 
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European allies to follow the American 
and British lead and shut down the Lib- 
yan missions in their capitals completely; 
but a second batch of expulsions would 
serve both as a timely signal to Tripoli 
and as another practical move to curb the 
colonel’s terrorist capabilities. 

Next week’s summit conference of the 
non-aligned movement in Zimbabwe (see 
next page) will be scanned for indications 
of the amount of sympathy Colonel Qad- 
dafi can now draw from other third-world 
rulers. Unless there is an actual clash 
between his forces and America’s during 
the debates at Harare—and perhaps not 
even then—he will probably get little real 
backing from among the 101 conference 
participants. 

He has made freshly renewed public 
pledges of solidarity with Iran and with 
Iran’s only other Arab supporter, Syria. 
The Syrian president, Mr Hafez Assad, 
visited Libya this week, but his call on the 
colonel is likelier to have been for the 
purpose of urging restraint in Libya’s 
dealings with America than of offering 
backing if America should strike again. 

The colonel’s friendship with these two 
has not improved his standing with other 
Arab governments, whose fears about 
[ran’s intentions are fast mounting. The 
Libyan army’s continuing occupation of 
northern Chad has led many black Afri- 
can states to repel his approaches; they 
have also observed the continuing disinte- 
gration of the puppet government he 
installed in the occupied territory. Worst 
of all, he no longer commands the huge 
oil revenues that formerly lured some of 
the third world’s poorer states into his 
embrace. None of which may restrain his 
trigger finger if he is again feeling fierce. 
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india 


Punjab punch 


FROM OUR INDIA CORRESPONDENT 





CHANDIGARH 


In India crime and politics are allied 
professions. Punjab’s new chief of police, 
Mr Julio Ribeiro, is gaining ground on the 
Sikh terrorists he was called in to con- 
front. But the links between those who 
make the laws, those who are supposed to 
enforce them and those who break them 
make Punjab a hard place to police. 

Mr Ribeiro, a Catholic from Goa, took 
over at the end of March and drew up a 
list of 386 terrorists. The police say they 
have since caught or killed 204 of them. 
The number of “terrorist incidents” 
(bank robberies, weapons thefts and mur- 
ders which the police ascribe to terrorists) 
was 200 in May, 175 in June, 147 in July 
and 74 in the first three and a half weeks 
of August. Not everybody believes these 
figures; but everybody agrees that the 
police are doing better. 

The security services in Punjab used to 
be hopeless. The Sikh political party, the 
Akali Dal, was partly responsible. After 
winning the Punjab state election last 
September, it got rid of the chief of police 
and some of his deputies, outsiders who 
had been doing a good job, and replaced 
them with local men who withdrew be- 
hind their desks. For their first six months 
in power, the Akalis’ policy towards the 
terrorists bounced between appeasement 
and eradication. Mr Ribeiro’s appoint- 
ment is a result of a decision to take a 
hard line and stick to it. 

Mr Ribeiro insists that politicians 
should have no say in policing. He has 
persuaded the central government to 
send him more people. He now has 
14,000 armed policemen in Punjab, up 
from 6,000. Mr Ribeiro spends almost no 
time behind his desk in Chandigarh, the 
state capital, but travels around the coun- 
tryside directing anti-terrorist sweeps and 
meeting local policemen. He has promot- 
ed out of turn those who perform well, 
and threatens to punish those who do not. 

But three big difficulties remain. The 
first is Pakistan. A local policeman says it 
“is not giving the terrorists nearly as 
much help as they expected”. But Punjab 
and Pakistan share a 300-mile-long bor- 
der. A lot of captured guns are of the sort 
manufactured in Pakistan’s wild north- 
western tribal areas. There is no solid 
evidence of training camps, but reports 
suggest that terrorists get board and lodg- 
ing over the border at Faisalabad jail, and 
are sent home with a few rupees. Earlier 
this month, India’s parliament passed a 
bill declaring a five-mile-wide strip along 
the border a security zone, under central 
government control. But the Punjab gov- 
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ernment q quailed at the idea, [The SADCC connection | 


has'not insisted. 
Second, politicia ans foe ‘the border 
areas are of doubtful probity. A lot of 
money there is made by smuggling opium 
and heroin out of Pakistan. Smugglers 
and terrorists use the same routes, and 
help each other. Like everybody else, 
politicians make deals with terrorists to 
buy. protection, or because their families 
are constituents. Mr Ribeiro’s dogged- 
ess is making him enemies. 

Politicians also use the turmoil against 
ach other. The central government does 
not want ee to take over dieing So 
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region’ s Iransport ae whic 
to get colonial produce out, not to 
en ==} neighbouring countries together. 
(SADCC), whose purpose is to lessen its map shows the result. The one big railway 
pol members’ economic dependence on which avoids both South Africa and 
ut from the paren import business: South Africa. On August 21st and 22nd South African-backed guerrillas is the 
ven those who are not on the take have the two overlapping groups held simulta- Tazara line. It was built with Chinese help 
difficulty coming down hard on smugglers neous meetings in Luanda, Angola’s capi- in the 1960s and links the Zambia-Zimba-. 
and terrorists from their own villages. tal. Inevitably they failed to agree on the bwe rail. system with the Tanzanian port. 
‘Local. politicians before Mr Ribeiro’s economic sanctions against South Africa of Dares Salaam—which i is why Tanzania 
‘time could get policemen sacked, and that the two most fervent front-liners, could benefit. from sanctions. But the 
“may still ask them to look the other way. Zambia and Zimbabwe, had urged upon Tazara line has ys: worked badly, as 
And the police are as divided as the the Commonwealth earlier in the month. does the port it ees 
‘people. The Punjab police are 95% Sikh, The three non-front-line SADCC mem- Even for air transport South Africa is 
the central government's armed police bers are discreet about their dislike of the hub of Site ican pecati: eiti rich 
mostly! Hindus. Neither side wants to give z i a | ER A 
information to the other, and there have “7f 
: been clashes between the forces. ne , "rao 2 | 
_. Everybody wonders whether new ter- | The 25 of 25 y ears ag O 
, rorists my The policem E wan A correspondent who attended the non-aligned movemen "s founding 
“Mr Ribeiro is trying to be careful; but in conference in Belgrade in 1961 looks back on it—and forward to the 
| rying group’s eighth summit conference, which, exactly 25 ! 
his anti-terrorist offensive innocent peo- opens in Harare on September 1st 
è are getting beaten up, jailed and even 
lled. The belief remains strong among | It was, as such things go, cosy. There At first they: loo 
khs that the central government is out were only 25 of them, a quarter of their movement off on the yt, , 
get them. Thousands attend the crema- movement's present membership. Seat- Sukarno school had prevailed, ‘the con- 
is of dead terrorists, and boys make ed a such a a F they dae asim pee tate ee oya 
re : , actua see each others faces withou chorus oO amiliar anti-western unes. 
oe ear ON BENOE using ae glasses. Although those tunes had much mor 
Tito, playing host, had Nasser as his resonance in 1961, when some 60 
chief co-sponsor; Sukarno tried desper- today’s sovereign states were still 
ately hard to rank alongside them; Haile pean dependencies, they would have 
Selassie, Kwame Nkrumah and Arch- reduced the Belgrade conference to a 
bishop Makarios, all robed, added pic- mere echo of the 1955 Afro-Asiar 
turesque touches; U Nu proved aquietly Bandung. However muč 
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communist 


formidable negotiator. But Jawaharlal pae the new bie ight thereby 
3 | Nehru, who had long hesitated about i j a forfeited all 
nthe front line the bold do the fighting, coming, stole the show. aly egies 


jẹ prudent take cover and the bystanders These are all names from the past. But 
survivors from the Belgrade conference 


get hurt. In the 1970s five black-ruled are still around, notably two of the North 
countries and the soon-to-be-rulers of African principals: Tunisia’s President 


imbabwe proclaimed. themselves in the Bourguiba, now 82 but still very much in 
“front line” of opposition to white rule-in office; and King Hassan of Morocco, 
southern Africa. These. six. then joined whose reign had only just begun in 1961. 
` with three less outspoken critics of South =| (Fidel Castro was already running Cuba, abı “on. 
Africa in 1980 to set up an organisation but he sent a wholly beardless, and thus nd ‘Amer: 


three years; 
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nd generates more traffic than all its 
eighbours put together. It would be 
intless for SADCC to ban flights to and 
om South Africa if an aircraft could 
mply stop in Swaziland and take off 
gain free of embargo, 
So the failure to agree on sanctions was 
surprise. It is, however, an embarrass- 
| ia to the Zimbabwean prime minister, 
wir Robert Mugabe. Mr Mugabe and his 
ly, President Kenneth Kaunda of Zam- 
ia, will certainly go on preaching sanc- 
ons (even if their bark is worse than 
eir bite), thereby putting their countries 
t risk of South African retaliation. But 
Mugabe is taking over as chairman of 
e “non-aligned” group, whose triennial 
*onference is beginning in Harare (see 
x). He had hoped the front-line states 
uld appear there under his leadership 
ms the united champions of anti-imperial- 
They will merely look ragged. 


#apan 
The new doienne 


"ROM OUR TOKYO CORRESPONDENT 









or the first time a woman is likely to be 
Pon to lead a Japanese party. She is 
Miss Takako Doi, a flinty-voiced histori- 
who once dubbed the words of Mrs 
Margaret Thatcher for a Japanese film. 
ike Mrs Thatcher, she is a reformer, 


the series of Soviet blasts that immedi- 
ately followed included the biggest nu- 
clear explosion ever set off. There was 
thus an urgent necessity for the new 
grouping to rise above its regional preoc- 
cupations and stake its claim to being 
heard, even by the superpowers, on 
major issues affecting the peace of the 
whole world. 

Nehru, helped by U Nu and Mrs 
daranaike of Sri Lanka among oth- 
ers, hoisted the 1961 conference up to 
that level. Tito and Nasser found they 
had to part company with Sukarno, who 
lost out on every disputed issue. Indeed, 
he ended up having to act as one of the 
messengers from Belgrade who carried 
to the two superpowers’ capitals the 
Nehru-drafted peace appeal whose 
adoption represented the defeat of his 
arguments. Meanwhile, the conference 
had rejected both Nkrumah’s call for 
western recognition of the East German 
regime and Nasser’s call for a condemna- 
tion of Israel. 

Times, as well as third-world rulers, 
change. But the insensitivity to the feel- 
ings of the non-aligned group that Russia 
displayed in 1961, at the very moment of 
its founding, should perhaps be recalled 
at a time when Russia is making a virtue 
of a much shorter interruption of its 
nuclear-weapon testing than that of 
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determined to change the thinking of her 
party. But there the comparison ends. 
Miss Doi is a Socialist. Her Japan Social- 
ist party is the country’s main opposition 
force. She is getting her chance because 
the party was walloped by the ruling 
Liberal Democrats in the general election 
on July 6th. The shamed party leader, Mr 
Masashi Ishibashi, resigned and an elec- 
tion for his successor is to be held the first 
weekend in September. The result will be 
announced on September 8th. 

Miss Doi’s opponent is Mr Tetsu Ueda, 
the party’s personable former publicist. 
Miss Doi is expected to win. The party 
elders would have preferred to install her 
as leader through the usual backstage 
deal-making, but Mr Ueda and his back- 
ers insisted on bringing the debate about 
the party’s future out into the open. If the 
Socialists are ever to emerge from the 
corner of permanent opposition to which 
they seem to have resigned themselves, a 
frank debate is necessary: so the party 
elders’ first instinct was depressing. 

Voters have found it hard to take 
seriously much of what the Socialist party 
has said recently. Its wrangles over ideol- 
ogy have not impressed city voters more 
interested in taxes and food prices. The 
luckless Mr Ishibashi had tried to turn the 
party away from Marxism-Leninism and 
hoped that he would end up with some- 
thing like a European social democratic 
party. He wanted to unite the non-com- 


1958-61. It is also worth noting that 
during the past three years Nehru’s 
daughter and grandson have used the 
group’s presidency to erase most of the 
marks left by its previous holder—Fidel 
Castro, who had openly striven to swing 
the whole ‘non-aligned movement into a 
pro-Soviet alignment. 
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The show-stealer on the Belgrade stage 
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She'd be a rare bird 


munist Opposition parties—the Japan So- 
cialists, the Democratic Socialists and 
Komei—in a parliamentary coalition. 

This makes sense to Miss Doi, too, but 
she will have to persuade the trade 
unions, whose arthritic grip on the party 
is still strong. Three-quarters of the par- 
ty’s money comes from the Sohyo union 
group, and it is not endorsing Miss Doi’s 
candidacy, though other unions are. 

Miss Doi, who is 57 and sits in the lower 
house of the Diet for an urban constituen- 
cy, should bring the public spotlight to the 
Socialists. She has rarity value in a coun- 
try where political women are few and far 
between. Although Japan has 44m wom- 
en voters, women hold only 20 of the 512 
seats in parliament. No woman is a pre- 
fectural governor, none a mayor in any of 
Japan’s 652 cities, and only two head 
administrations in the country’s 2,000 
towns. But Miss Doi seem unlikely to 
make much headway against that other 
master of high-profile politics, the prime 
minister, Mr Yasuhiro Nakasone. 


Angola 


War, oil and onion 
power 


FROM A SPECIAL CORRESPONDENT IN LUANDA 





A round trip of 625 miles on Angola’s 
national airline costs the equivalent of 
$150 in kwanzas, the local currency. Few 
Angolans have that sort of money. But 
they can pay with a bucket of onions 
instead. After 11 years of independence 
and one of Africa’s most vigorous post- 
colonial guerrilla wars, money is almost 


_ useless in Angola, and food is so scarce 
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Savimbi's sun is still rising 


that it takes the place of cash. 

In theory, ration cards provide all 
workers with the staples for survival. 
More goods can be had, but in Luanda, 
the garbage-strewn capital, five tomatoes 
cost more than the minimum weekly 
wage, while two coconuts will buy half a 
bar of industrial soap. Such luxuries can 
be obtained only on the candonga, the 
semi-legal barter market. This bastion of 
traditional entrepreneurship operates un- 
der such names as “Tira Bikini” or “Cala 
Boca”. The first means, in Portuguese, 
“take off your bikini”, a tribute to the 
market-women’s ability to strip their cus- 
tomers down. The second, “shut your 
mouth”, is aimed at shoppers who com- 
plain of high prices. 

Senior officials of the ruling People’s 
Movement for the Liberation of Angola 
(MPLA) have access to fairly well-stocked 
foreign-currency shops. Army officers 
have their barrack stores, which dispense 
western consumer goods, smart berets 
and mirror sunglasses. Everybody else 
has to graft for a living. Angola suffers 
from the simple malady of too much 
money chasing too few goods. 

When it took power in 1975 the MPLA 
inherited an economy battered by 15 
years of civil war and the parting sabotage 
of Portuguese ex-settlers. The remedy 
was to be a mixture of wage incentives, 
free education and medical care, and a 
basic ration of rice, oil and beans. To pay 
for this the government printed kwanzas, 
which became practically worthless. 

Reform is now beginning—slowly, but 
fast enough to make the government's 
Cuban and Russian backers restless. 
MPLA Officials swear they are clinging to 
Marxism; but their party congress last 
December produced economic guidelines 
described as “on the Hungarian model”. 
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They provide for some decentralisation of 
decision-making and require some state 
enterprises to pay their way or be closed. 
Prices of rationed goods are to be raised. 
The government is contemplating a de- 
valuation of the kwanza, which trades 
officially at 30 to the dollar but at 1,200 to 
the dollar on the black market. There is 
little evidence of improvement so far, but 
western creditors see glimmers of hope. 

So do the oil companies operating in 
Angola. The American company Gulf Oil 
(bought by Chevron in 1984) was there 
long before the Portuguese left, and has 
made good profits out of its wells off the 
shore of the northern enclave of Cabinda. 
Some American politicians are angry be- 
cause it thus contributes most of the 
Marxist government's revenue; but Gulf 
wants to continue operating. Despite the 
critics at home, other American compa- 
nies are trying to get into Angola, and 
non-American rivals are also seeking con- 
cessions. The government has no scruples 
about collaborating with capitalists. But 
the oil slump is hurting: export earnings 
are expected to fall from $2.2 billion in 
1985 to around $1 billion this year. 

And the war continues against the 
Unita rebels under Mr Jonas Savimbi. 
Cuban soldiers and Russian subsidies give 
support to the army. But between 60% 
and 80% of government revenue is spent 
on fighting Unita. Made bold by the 
promised supply of American weapons, 
Mr Savimbi’s forces can mount raids all 
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over the sparsely populated countryside. 
Government forces, stiffened by the Cu- 
bans, keep them out of the cities, but the 
South Africans intervene, to deadly ef- 
fect, whenever Mr Savimbi’s strategic 
bases seem under threat. 

The government claims that Unita now 
concentrates on economic sabotage, min- 
ing roads and fields in the richest farming 
areas to squeeze the authorities in Luan- 
da. This inflicts pain but may be self- 
wounding. Food shortages in the capital 
alienate city people from the govern- 
ment; but mines on rural roads do not win 
over Unita’s potential rural supporters. 
Still, Mr Savimbi’s challenge remains. 

War or no, Angola’s subsistence farm- 
ers could easily grow more food: only 2% 
of the land is now under cultivation. We 
are buying the harvest from the farmers, 
but we don’t have the goods to pay for 
it,”", says the former planning minister 
Mr Lopo do Nascimento. “If the farme 
doesn’t see the goods, he takes his maize 
back rather than sell it for kwanzas.” 
With the oil price at rock bottom, there is 
not enough foreign currency to import the 
goods that would tempt the grain off the 
farms. So about a third of the country’s 
export earnings will be spent on import- 
ing food to add to the 600,000 tonnes 
already brought in as aid. The two-thirds 
of Angolans who are under the age of 25 
have known nothing in life but barter and 
graft. There is little sign they are about to 
learn more. 


The mattress makes more sense 


FROM OUR PEKING CORRESPONDENT 


For all of China’s efforts to modernise its 
economy, and despite official encour- 
agement from the government, personal 
banking has yet to catch on among 
ordinary Chinese. According to a survey 
of seven large cities by the newspaper 
Economic Information, private house- 
holds keep a cash hoard estimated at 20 
billion yuan ($5.4 billion at the official 
exchange rate). Only 6% of China’s 12m 
registered household businesses have 
opened bank accounts, and these contain 
only 500m yuan. 

One reason for this caution is that, 
after 35 years of political zigs and zags, 
China's entrepreneurs are worried that 
Mr Deng Xiaoping’s economic reforms 
will not last. Despite repeated promises 
by Mr Deng and his fellow-reformers 
that the changes are irreversible, many- 
ordinary Chinese still prefer to stash 
their earnings in the mattress rather than 
deposit them in the bank. Not even the 
prospect of earning interest will make 
them part with their cash. As the news- 
paper put it, “They worry that should 
the government start cutting the capital- 
ist tail again, their bank savings will be 


frozen or confiscated.” 

There are other reasons. It is easier to 
avoid paying taxes if somebody has no 
tell-tale bank balance. Even China’s 
most law-abiding entrepreneur could be 
forgiven for trying to avoid the clutches 
of the local taxman: tax regulations are 
confusing and change constantly, and tax 
officials are often a law unto themselves. 
Keeping money at home also saves a trip 
to the bank, a modern-day temple of 
Chinese bureaucracy. Endless queues of 
customers wait for clerks, sometimes as 
many as ten of them, to process a request 
to withdraw money. 

The government introduced cashier's 
and traveller's cheques in Shanghai two 
years ago, and the system has spread to 
other large cities. But incredulous shop- 
keepers often insist on cash rather than a 
new-fangled cheque. Personal cheques 
might be just as useless, even if people 
could be persuaded to put their money in 
a bank. As an official from the People’s 
Bank of China explained to the China 
Daily, in a country of China’s size it 
would be hard to check whether a 
cheque was good or bad. 
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news tonight 
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Sawyer and Shriver sign off 


No other country has anything like Amer- 
ican television. Since 1943, when the 
American Broadcasting Company was 
carved out of the National Broadcasting 
Company, the three networks—NBC, ABC 
and cBs—the Hollywood programme- 
makers, some 900 television stations, ad- 
vertising agencies and their clients have 
interlocked to show Americans to them- 
e@:: and America to the world. Now 






e men who make the pictures are 
anging, and so are the kind of pictures 
they make. 

A fine, summer-long mess at CBS has 
been the most obvious sign of turbulence. 
In July, the company announced that 700 
broadcasting jobs were to be eliminated. 
CBS News—the stage for the greatest of 
the broadcaster-crusaders, Ed Murrow, 
and the guardian of a 40-year tradition of 
international news coverage—lost 125 
jobs in 1985, and will lose another 90 this 
year. In August, the company announced 
that its morning news programme, now 
presented by Forrest Sawyer and Maria 
Shriver of the Kennedy clan, was being 
pulled off the air in the winter. There will 
still be some news (though nobody seems 
to know how much) in the two-hour slot, 
but its replacement is likely to be light 
and frothy—more like ABC’s “Good 
Morning America”, which has always 
been run by its entertainment division. 
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Now some Jeremiahs predict that net- 
work news and associated documentaries 
and magazines will soon disappear 
altogether. 

The threat to network news is a combi- 
nation of technology and the business- 
man’s response to it. Advances in elec- 
tronics and satellite communications have 
made the production and distribution of 
programmes easier and cheaper than 
ever. This has led to a sudden growth of 
“independent” television stations unaffil- 
iated to any of the networks (see chart on 
next page). So while the total television 
market has continued to grow (though as 
some 98% of American homes have a 
television, it can grow only slowly, or into 
multi-TvV homes) the networks’ share of 
the market has decreased. In 1980, about 
84% of prime-time viewing was on a 
network affiliate; this year it may be only 
75%. Cable television, though still, in all 
its forms, only 11% of the prime-time 
market, has grown too. 

The networks faced this new competi- 
tion at a historical disadvantage. For 
years they had tolerated enormous pad- 
ding of programming costs in Hollywood, 
and in the good years their east-coast 
overheads became bloated. In 1983 NBC 
was barely profitable; this year ABC may 
not be. The networks face an advertising 
market that has gone flat. 


In the past, the networks have been 
able to put up their advertising rates by 
more than 10% each year. This year, a 
Sluggish economy has combined with 
some changes in advertising practice (gro- 
ceries are being promoted more and more 
through discount coupons) to depress 
revenue growth. And new technology 
cuts both ways. Some advertisers worry 
about video-cassette recorders, which al- 
low viewers to record programmes and 
then “zap” commercials or “zip” past 
them. Others note that remote-control 
switches let viewers shift channels during 
a commercial break. The cumulative ef- 
fect of these factors is that some network 
slots have been sold for the same price.as 
last year; Overall, the market is, at best, 
only 4% stronger. 

Starved of growing revenues, the net- 
works have turned to their only salva- 
tion—cutting costs. ABC is now owned by 
Capital Cities corporation, which has al- 
ready signalled to Hollywood that the 
party is over. General Electric, the new 
owners of NBC, will follow suit. So will 
CBS, which last year headed off a chal- 
lenge from cable-king Mr Ted Turner, 
only to see the Loews corporation take a 
24.9% share of its equity this year. Hence 
the death of the loss-making morning 
news. 

In one sense, the network's problems 
have come at a good time. The phenome- 
nal success of “The Cosby Show” on NBC 
has encouraged programmers to look for 
homely shows shot in studios, and to cast 
a creative as well as accountant’s eye at 
costly car-chases and shoot-outs. But 
cost-cutting does not help the news and 
documentaries divisions. Newspeople in 
the networks say that they can now take 
far fewer “flyers” on stories; they have to 
know that something will work before 
they commit resources to it. In the end, 
this means that stories will be missed, or 
covered in little depth—which was just 
how commercial television covered tax 
reform. Lack of money has been added to 
the long-established parochialism of 
American newscasting to make the news, 
on occasion, scarcely worth watching. 

Nor can much be expected of the new 
companies. Of these, the two most inter- 
esting are Mr Rupert Murdoch’s Fox 
Broadcasting and the Lorimar corpora- 
tion. Both have recently grafted a clutch 
of stations on to existing programme- 
mixing companies (Lorimar is famous for 
“Dallas” and “Dynasty”, and thus for the 
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rediscovery of how deliciously erotic pad- 
ded shoulders can be). Both could start 
mini-networks. Fox openly plans to, and 
will next year sell programmes to 82 
affiliates. But neither is likely to move 
into costly news or documentaries. Nor 
will cable companies—despite Mr 
Turner’s admirable Cable News Net- 
work. The growth in the numbers of those 
prepared to pay for cable programmes (as 
opposed to those who use cable to get 
better signals) has flattened since 1984. 
For news and documentary program- 
ming in any quantity, the networks are 
the only hope, and in the eyes of many 
observers a slim one. Yet those who 
consider that the market has made inev- 
itable a television of game shows and 
soap-operas could be making a big mis- 
take. A Gallup poll in May found that 
only 33% of Americans chose television 
as their favourite way of spending an 
evening, compared with 46% in 1966 and 
1974—and programming has hardly be- 
come more challenging in those years. 
Moreover, as the baby-boomers grow 
older, and thus would be expected to 
watch more television, the programmers 
will be dealing with the most educated 
market they have ever faced. How odd it 
would be if the demand for quality televi- 
sion peaked just when the networks no 
longer had the capacity to supply it. 
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California 


There's life yet in 
tax revolt 


SAN FRANCISCO 


The death on August 12th of Howard 
Jarvis, the crusty, bombastic octogenari- 
an who won fame across the country for 
drafting California’s pioneering tax-cut- 
ting measure, Proposition 13, might be 
thought to have marked an end to the era 
of tax revolt. Quite the contrary. Not only 
has Proposition 13 had a profound and 
lasting effect on local government in 
California, pinching local revenues and 
shifting power over local services to the 
state capital, but a new Jarvis measure 
will be on the ballot in November, intend- 
ed to tighten loopholes in Proposition 13 
and ensure the approval of two-thirds of 
the voters for any new taxes. From be- 
yond the grave, the crusader stays with 
his mission. 

The ballot box and the courts have 
been lively in California with efforts to 
circumvent Proposition 13, which cut 
property taxes by almost 60%. A bitter 
conflict is developing between the state 
legislature and the rural counties, where 
the general recession in farming has led to 
a fall in revenues. A dozen counties are 
clamouring for state assistance, saying 
that they do not have enough money to 
meet the obligations imposed on them by 
the state. Stanislaus County in the Cen- 
tral Valley, where many Asfan refugees 
congregate, has seen its welfare costs rise 
from $3m in 1982 to $19m last year. 

Cities are not complaining as much, 
because new construction has brought 
them extra taxes. But even they have 
been unable to pay for big projects. Last 
June, a ballot measure was finally passed 
to allow the issuance of general obligation 
bonds for big building works, including 
paving and sewers, to be repaid from 
increased property taxes. It had taken 
eight years for that small nick in Proposi- 
tion 13 to be approved by the people. Mr 
Jarvis was determined there should be no 
more. 

Proposition 13, however, was never the 
end of the story. In 1979 Mr Jarvis’s 
colleague in the tax-cutting fight, Mr Paul 
Gann, drafted Proposition 4, setting a 
formula to freeze the size of government. 
Briefly, it allows no expansion of govern- 
ment’s scope beyond the ratio it had in 
1979 to the population and to average 
incomes. 

Because of the nationwide drop in 
inflation, somewhat slower population 
growth in California and the present lull 
in the economy, the commission on state 
finance expects this ceiling to be bumped 


next year, Until 1995, it foresees revenues 
from California’s existing tax structure 
increasing at an annual rate of 8.5%, with 
the cost of services, as set up under 
present law, increasing at an average 
annual rate of 8.2%. The appropriation 
limit, however, allows a spending in- 
crease of only 6.6% a year. This means a 
surplus by 1995 of some $38.3 billion, 
which, the law assumes, will be given 
back to taxpayers in fresh tax cuts. It may 
not be used to expand government 
Services. 

Setting a limit to government-spending 
power does not satisfy the Jarvis-Gann 
supporters. A new Gann proposal for the 
ballot in November seeks to slash the 
salaries of public employees, whether 
elected or appointed, to a maximum of 
$64,000 a year. Indeed, it appears to go 
further than salaries to include cuts in 
pensions, sick pay and holidays as well. 
Public pay for any city official, polt 
chief, college professor, public healu 
doctor or farm adviser would be capped 
at $49,000. Not all the tax-cutting frater- 
nity are in favour of this: the usually 
frugal state taxpayers’ association argues 
that the quality of government services 
will fall even further as experienced offi- 
cials flee public life for private industry, 
or move to other states. 

The Gann proposal specifies one top 
salary level in the state: the governor's, 
set at $80,000. Other constitutional offi- 
cers are to get $52,000. Ironically, Cali- 
fornia’s present governor, Mr George 
Deukmejian, struggles along on $49,000 
because his predecessor, the ascetic Mr 
Jerry Brown, found that sum adequate 
for his mattress-on-the-floor existence, 
and got it written into law. The fate of the 
Gann and Jarvis propositions will soon 
show whether California as a whole still 
wants to embrace the penitential style. 





Jarvis, dead but not forgotten 
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Superfund 


Broke—once again 


The Superfund, created in 1980 to ensure 
the cleaning up of the thousands of aban- 
doned toxic-waste dumps that leach 
chemicals into the soil and poison under- 
ground water supplies, has its future in 
doubt again. Popular as it is with ordinary 
Americans, Congress has failed to com- 
plete the job of extending its authority 
and providing it with the money it needs 
for the next five years. Last autumn 
Superfund fell victim to the congressional 
intricacies of the adjournment process 
and the determination of the oil and 
chemical companies to shift much of the 
burden of supporting Superfund to manu- 
facturers as a whole. 

This year a 65-member conference 
committee spent five months coming to 
an agreement on the admittedly compli- 
cated issues involved in clearing up the 
dumps. It was anxious to be generous and 
decided that Superfund should be well 
endowed; for the next five years it author- 
ised $9 billion, compared with the $1.6 
billion that was Superfund’s birthright in 
1980. The administration wanted to hold 
the grant to $5.3 billion, about the sum 
that Mr Lee Thomas, Superfund’s admin- 
istrator, thinks he could usefully spend. 
But because the conferees could not 
agree on how the money should be raised, 
the Superfund, now down almost to its 
last nickel, has been given a tiding-over 
sum of $48m to last until September 30th. 
Mr Thomas will be keeping his fingers 
crossed. The four-week session that will 
follow the return of Congress is jam- 


o 
~ 


f T 4 = - 


nh. 





y Ys 


Who will pay to clear up this lot? 
THE ECONOMIST AUGUST 30 1986 


packed with other urgent bills. Even if 
Congress completes its work, there is the 
possibility of a presidential veto if the sum 
authorised is greater than that proposed 
by the president. 

The issue that the conferees have not 
resolved is, once more, how the $9 billion 
is to be raised. The much more modest 
sum for Superfund’s first five years was 
financed by taxes on the chemical and 
petroleum companies, on the theory that 
they are the source of much of the toxic 
wastes that have been dumped from 
Massachusetts to California. These com- 
panies are jibbing, with more reason, at 
the much larger contributions that they 
would be required to make. The Senate 
was sympathetic; it proposed a small 
value-added tax on manufacturers as a 
whole, something that the administration 
opposes as opening the door to a general 
value-added tax. The House of Represen- 
tatives resisted; it plumped for a dumping 
charge, a supplementary tax on business 
profits and some contribution from gen- 
eral federal revenues. 

Superfund, after a poor administrative 
start, has slowly got to grips with its job. 
Cleaning up has been started on some 500 
dumps, although work has been complet- 
ed on only 13. The new bill lays down 
standards that must be met and discour- 
ages temporary remedies. The Superfund 
is instructed to initiate 375 clean-ups 
during the five-year life of the bill. People 
who claim that they have been injured by 
toxic dumps will now find it easier to sue 
polluters. Included in the bill are “right- 
to-know” provisions that will force many, 
but not all, companies to disclose the 
toxic substances that they use and release 
into the environment. 





AMERICAN SURVEY 
Amtrak 


Picking up speed 


Stay-at-home Americans anxious to see 
their continent by train this year have 
been facing disappointment. Even before 
the Libyan bombing, sleeping-car berths 
were at a premium on the long-distance 
routes run by Amtrak, the National Rail- 
road Passenger Corporation. In the six 
months to the end of March, bookings 
were up by 49% and passenger mileage 
by 11% over the same period the previous 
year. 

For the first time in five years, Amtrak 
can plan for the future. It has survived the 
obsessional desire of the former budget 
director, Mr David Stockman, to end 
federal support for a railway system he 
regarded as an outstanding symbol of 
government waste. The final 1986 budget 
authorisation was $616m, only 10% down 
from 1985’s figure. A further $25m reduc- 
tion proposed by the deficit-cutters will 
be offset by increased charges to the 
nationalised freight railway, Conrail, for 
using the only line Amtrak owns, be- 
tween New York and Washington. The 
authorisation for fiscal 1987 is $606m and 
for the following year $603m. 

In the longer term Amtrak’s chairman, 
Mr Graham Claytor, hopes to cover the 
corporation's capital needs with income 
from non-railway sources. These include 
the right to run fibre-optic cables along- 
side the tracks, and development of the 
land Amtrak owns. Even the long de- 
layed redevelopment of Union Station in 
Washington is now under way. 

Mr Claytor’s success in defending his 
budget owes much to Amtrak’s record in 
keeping to the strict performance targets 
set by Congress. Losses per passenger 
mile have dropped from 4.3 cents in 1980 
to 2.3 cents in 1985 and the proportion of 
costs covered by revenue rose from 48% 
to 58%. The plan is to increase the figure 
to 61% in fiscal 1986 and to 70% by the 
end of the decade. 

Mr Claytor, former chairman of the 
profitable Southern Railroad, has his 
eyes set firmly on long-distance routes of 
more than 600 miles. To relieve occasion- 
al boredom, Amtrak has introduced films 
each evening on the long western hauls 
and a piano player on the run from New 
York to Montreal. The corporation’s 
more orthodox marketing weapons in- 
clude access to airline booking systems 
(Amtrak is the fifth biggest passenger 
carrier in the United States). 

Amtrak can also be cheaper than its 
rivals. It is already picking up custom 
from the cuts in the Greyhound bus 
network, And in winter its daily trains 
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your seats while you can 


provide the only link to the outside world 
for dozens of otherwise snow-bound com- 
munities in northern states. 

Amtrak’s other success story is on the 
corridor between Boston and Washing- 
ton, which Mr Claytor wants to exploit. 
Helped by airport overcrowding, Amtrak 
already takes about 30% of the traffic 
between New York and Washington, 
with Metroliners covering the distance in 
less than three hours, at an average speed 
of around 80mph. Amtrak is also carrying 
more passengers on the New York-Alba- 
ny run, where speeds average up to 
77mph, and between Boston and New 
York, where fares have been cut. But on 
this, as on its other services, speeds 
average a mere 50mph. 

Slowness cripples Amtrak’s hopes on 
the routes of 200-300 miles—staple rail- 


Conrail breaks free 


Congress has marked up another victory 
in its war with the administration—and 
the budget deficit. The transport secre- 
tary, Mrs Elizabeth Dole, has aban- 
doned her proposal to sell the nationa- 
lised rail-freight system, Conrail, to a 
rival railway, Norfolk Southern (Ns), 
which withdrew its offer on August 
22nd. Instead, Conrail could be offered 
to the public in the first privatisation 
carried out by the Reagan administra- 
tion—and the first railway issue of any 
size for 75 years. 

The battle over Conrail started in June 
1984 when Mrs Dole accepted an offer of 
$1.2 billion from Ns. In the eight years 
since it was formed through a merger of 
six bankrupt lines, including the New 
York Central and the Pennsylvania Rail- 
road, Conrail has absorbed $7 billion of 
federal money. Mrs Dole was afraid that 
the government would have to bail out 
any bidder with less adequate resources 
than NS, which, she said admiringly, has 
“deep pockets”. 

She was defeated by three forces: 
Congressman John Dingell, chairman of 
the Energy and Commerce Committee 
in the House of Representatives, Con- 
rail’s management and Wall Street. Mr 
Dingell, loudly supported by Conrail’s 
management, argued not only that the 
bid was far too low, but also that its 
acceptance would greatly reduce compe- 
tition in the American railway industry. 
There are now only three major systems 
in the eastern half of the country: CSX, 
Conrail and NS, and a merger of two of 
them would have ensured further con- 
centration. The absorption of Conrail by 
Ns would have created the largest railway 
in the country. Already this summer the 
Interstate Commerce Commission has 
ruled against the merger of two large 
western systems, Santa Fe and Southern 
Pacific. 

Wall Street agreed with Mr Dingell. A 
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number of alternative bidders, including 
a group headed by Morgan Stanley, 
outbid Ns, which was forced to increase 
its offer to $1.9 billion. Even this ap- 
peared low to outside observers, because 
since 1981 the management of Conrail, 
headed by Mr Stanley Crane, has 
achieved a remarkable turnround. Em- 
ployment has been cut from 100,000 to 
under 40,000, and route mileage from 
17,700 to 13,000. Much of the traffic was 
retained by selling short lines to individ- 
ual entrepreneurs. Conrail has also been 
a pioneer in providing specialised ser- 
vices for its customers. As a result, 
although revenue declined by an eighth 
to $3.2 billion between 1981 and 1985, a 
loss of $39m was converted into profits 
of $442m. 

As a result, Conrail could fetch far 
more even than NS’s increased figure, 
although the offer for sale could include 


way journeys in Europe. Amtrak takes 5 
hours 35 minutes for the 279 miles be- 
tween Chicago and Detroit, a distance 
covered by British Rail in three hours and 
by new French trains in two. Any real 
improvement depends on huge invest- 
ment, which in turn depends on individ- 
ual states. 

A number of states, notably New York 
and Pennsylvania, are already supporting 
Amtrak. So is car-crazed California, 
whose state authorities are helping with 
the Los Angeles-San Diego line to relieve 
the congested highway. Farther north, a 
private group is planning a passenger 
train up the Napa Valley to cater for the 
hordes of thirsty tourists visiting vine- 
yards. Earlier schemes for a new high- 
speed line linking Los Angeles with San 
Diego and Las Vegas foundered on lack 


provisions designed to ensure that Con- 
rail never again becomes a burden on the 
public purse; presumably, it will have to 
retain enough working capital (at the 
moment it has $1 billion in cash). Ac- 
cording to Mr Henry Livingstone of 
Kidder Peabody, the doyen of railway 
analysts, the issue could fetch over $2.5 
billion. Taking a low estimate of profits, 
say $350m, and offering Conrail at a 
conservative eight times earnings would, 
he says, bring in $2.8 billion—and most 
railway stocks are selling at nearer ten 
times earnings. 

But over-enthusiasm could be disas- 
trous. The last time the federal govern- 
ment privatised a big corporation was in 
1965 when the Treasury sold off GAF, a 
chemical company formerly owned by 
the German IG Farben chemical trust 
and seized at the outbreak of the second 
world war. The Treasury got $300m, 
three times what was expected, but the 
shares went straight into a long-term 


collapse. 
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of private investors, so high-speed hopes 
have now turned to Florida, which is 
anxious for an ambitious project to cele- 
brate its tercentenary of freedom from 
Spanish hegemony (and for a transport 
system not occupying too much land). 
Once one state decides on such a project, 
then long-haul railways could become as 
fashionable as public transport systems 15 
years ago. 


Anti-fundamentalists 


Sniping at the God- 
squad 


ST LOUIS 


What do fundamentalists do when they 
get a different religion, or get disenchant- 
ad? Short of going gracefully to hell, they 
uld always join Fundamentalists Anon- 
-~ymous. A little more than a year ago, a 
two-line classified advertisement in a 
New York newspaper sought the help of 
ex-fundamentalists to form a support 
group. The placer of the ad, Mr Richard 
Yao, was overwhelmed with replies. He 
was on television within weeks, and his 
organisation now has more than 22,000 
members in all 50 states, and beyond. 

Mr Yao knows what he is up against. 
His life, he says, was controlled at every 
moment. He was punished for reading 
Darwin and Freud. With great difficulty, 
he left the sect and entered the Yale 
Divinity School; thence law school, 
thence Wall Street, and finally to the 
founding of Fundamentalists Anony- 
mous. Mr Yao has developed a therapy 
programme for ex-fundamentalists who, 
he says, face the same adjustment prob- 
lems as ex-Moonies or other ex-cultists, 
~ -yith the added stigma that they have 

lefected from a supposedly Christian and 

Godly group; and with the pain, often, 
that they have been cut off from their 
families. Fundamentalists are told to 
break away from family members they 
cannot convert. 

They are often plagued, too, by guilt 
and fears of divine retribution, though the 
worst that has happened yet to Mr Yao is 
a number of death threats and attempts 
by fundamentalists to infiltrate local 
chapters and reconvert the members. The 
national organisation (total staff: two) is 
housed in the basement of a moderate 
Protestant church whose site is kept se- 
cret to prevent attacks. Leaders of other 
faiths—Protestant, Catholic and Jewish— 
have endorsed the group. About half the 
members now belong to mainline Chris- 
tian denominations and affirm that their 
separation from fundamentalism is not a 
rejection of Christianity. One member 
wrote in the group’s newsletter that for 
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The ex-fundamentalists have Robertson in their sights 


the first time she could worship God out 
of love rather than fear. 

Fundamentalists Anonymous recently 
achieved a mark of distinction by replac- 
ing the American Civil Liberties Union as 
the Rev Jerry Falwell’s designated Ene- 
my Number One. Mr Yao, however, is 
more concerned about the impending 
presidential candidacy of the Rev Pat 
Robertson, the fundamentalist television 


Port America 


star who, among other things, claims by 
divine inspiration to heal haemorrhoids 
and divert hurricanes. Its rapid growth has 
pushed the organisation headfirst into the 
political arena. Mr Yao thinks it can deal 
with that. “We are in the best position to 
talk about the danger of fundamentalist 
politicians”, he says. “We have escaped 
from the kind of life they will impose on 
others if they get into office.” 


P OTS PATES S S e 


High noon for high-rise 


The guardians of Washington’s unique 
low-rise skyline are shunning a develop- 
er, Mr James Lewis, who wants to build 
the tallest tower between Atlanta and 
Philadelphia just outside the District line. 
In Washington itself, a 1910 law limits the 
height of buildings so that the Capitol and 
the Washington Monument are not 
dwarfed. But the $1 billion PortAmerica 
complex—shops, offices, hotels and 
houses as well as the tower, clad in 
mirror-glass—is proposed for a site on the 
Potomac river in Prince George’s Coun- 
ty, Maryland, where the law does not 
apply. 

Among those who have protested are 
two Democratic Senators, Mr Pat Moyni- 
han of New York and Mr Alan Cranston 
of California. Citing the “exquisite archi- 
tectural humility” of Pierre L’Enfant’s 
original, though much altered, design for 
the city, they have introduced a bill that 
would place a graduated tax on tall build- 
ings in those areas of Virginia and Mary- 


WASHINGTON, OC 


land close to Washington. 

Two federal agencies are equally upset: 
the National City Planning Commission, 
which reviews all construction projects in 
and around the capital, and the Commis- 
sion of Fine Arts, which advises the 
president and Congress on Washington's 
appearance. They do not mind the 
ground-level development in Regency 
style, but they dislike the modernist tower 
(“another World Trade Centre”), origi- 
nally planned to be 749 feet tall, nearly 
200 feet taller than the Washington 
Monument. 

The developer has now offered to chop 
100 feet, or ten storeys, off the 52-storey 
tower, but the objectors from the agen- 
cies would prefer a building only 11-17 
storeys high. They glean some hope from 
the tower’s proximity to National Air- 
port. To obtain building insurance, the 
developers need a “no hazard” clearance 
from the Federal Aviation Administra- 
tion, which is cagey about the outcome of 
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About to be overshadowed? 


its safety study. The airline pilots’ union is 
opposed to anything above 600 feet, but 
the architects, Mr Philip Johnson and Mr 
John Burgee, say that further reductions 
in height would turn the design into “one 
of those nasty squat boxes”. The tower 
accounts for only 15% of both the floor- 
space and the developer's expected re- 
turn on investment. Economically, it 
could perhaps be dispensed with if aes- 
thetic objections were overwhelming. But 
the real struggle is a symbolic one. 

Mr Lewis's tower is further evidence 
that Washington, whose economy is 
booming, is no longer a city whose liveli- 
hood is defined by its grand monuments 
to government and politics. In the new, 
businesslike, climate, PortAmerica will 
probably go ahead, as did another contro- 
versial development, the 25-storey twin 
towers at Rosslyn (across the Potomac 
from Georgetown) in 1981. It is enough 
to make some say, gloomily, that the city 
is becoming a meadow in a forest of 


skyscrapers. 
Stealth fighter 


Not quite invisible 


In the world’s most open society, pity 
those who have to keep secrets. The 
Defence Department, the air force and 
the Lockheed Corporation have been 
trying hard for the past few years to deny 
the existence of the Stealth fighter, other- 
wise Known as the F-19, otherwise known 
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as the Covert Survivable In-Weather Re- 
connaissance Strike Aircraft, nicknamed 
“The Flying Hedgehog”. But strive as 
they may, the damn thing keeps popping 
up again. 

On July 12th something crashed in the 
Sequoia National Forest in California, 
Starting a big brush fire and killing the 
pilot. Because the air force sealed off a 
large area of forest, gave no information 
and banned civilian flights any lower than 
8,500 feet above the site of the crash, the 
press assumed the obvious: the aircraft 
that had crashed was an F-19 on a test 
flight at night, so heavily laden with 
intricate new equipment as to be unstable 
and awkward to manoeuvre. Nobody, of 
course, has confirmed that, but nobody 
has denied it either. 

Not long after this, Mr John Dingell, a 
self-appointed scourge of secret Pentagon 
programmes, initiated a series of congres- 
sional hearings about the loss of more 
than 1,000 secret documents—all of 
them, according to his sources, concern- 
ing the Stealth fighter—from Lockheed’s 
California aircraft plant. Witnesses at the 
hearings said that Stealth blueprints had 
been spirited out of the plant before: in 
1983 an employee took some out, rolled 
in a newspaper, and showed them to his 
ex-wife and his girlfriend, who later re- 
ported him. But while witnesses and 
congressmen talked freely about the F-19, 
read out descriptions of it and even hand- 
ed models round, the Pentagon spokes- 
man kept to his line. The fighter did not 
exist. 

More substantial evidence was, how- 
ever, soon to hand in the form of an 
article in the Washington Post of August 
22nd. This stated categorically that there 





were about 50 Stealth fighters already 
built and ready for combat, sitting in 
sheds in the desert near Tonopah, Neva- 
da (on an air base that does not exist 
either, according to maps). They are 
flown at night by members of the air force 
tactical air command, and are carried 
from place to place in C-5 cargo aircraft. 
The air force originally wanted 100 of 
them, but they are so expensive that it 
will probably settle for 50, and the pro- 
gramme can be considered completed. 
Completed before it had even begun, 
according to some. 

To Representative Dingell, and others, 
the secrecy attending Stealth is merely a 
means to spend huge sums of money 
(each Stealth fighter has been estimated 
to cost about $100m) without account- 
ability to Congress. The Stealth fighter 
might never have been so secret if Mr 
Jimmy Carter, who ordered it as a re- 
placement for the B-1 bomber in 1977, hac 
remained president; the “blacking” has ` 
come from the Reagan administration, 
which has classified some 8,000 military 
projects. Parts of the Stealth programme 
(the bomber, being developed by Nor- 
throp, and the Advanced Cruise Missile, 
being developed by General Dynamics) 
are admitted by the air force, and their 
makers, to exist, though that is as far as 
the information goes. And technical and 
trade journals have been revealing bits 
and pieces about the Stealth fighter for 
years. So much so, that an enterprising 
model-maker has produced a kit for sale 
in the shops, the same kit that was 
displayed at the hearings in Congress. It is 
selling especially well among aerospace 
workers in southern California. Now, 
what could be the reason for that? 
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jatters not who won or lost but how 
yed the game. With West Germa- 
general election less than five months 
away, that is the dutiful spirit in which Mr 
| Johannes Rau, tt hi Pennard bedrer of the 





















rnn seit @ after the 
ince it is next to impos- 
sible for a a single party to win a majority 
on its own in West Germany, Mr Rau’s 


chances of taking the chancellorship from 


Mr Helmut Kohl in January look slim 
indeed. a 
-= But the Social Democrats are intent on 
_ playing a good game. It was sporting of 

‘them to choose Nuremberg for the con- 


: ference at which they had to draw up their 
< election programme. The old Franconian 


capital lies in the north of Bavaria, the 


a conservative-minded state run cby Mr 


Franz Josef Strauss. It was bold to take up 


radically different positions from the . 


Kohl government on nuclear missiles and 
< nuclear energy. And it took renewed 
am spirit (a quality the party has recent- 
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Th 1e nice chap w ho m lay have 
to come sec o ond | 


hrust Mr Rau forward as the 


ie rate North "Rhine. West 


Europe. There would also, they say, be 


lacking conviction, from its right for being 
too nice. Mr Strauss, an enemy, has 
dubbed him “the soft ersatz chancellor”. 

So he came to Nuremberg to allay fears 


that he lacked the nerve and strength of - 


purpose to leap from state to national 
leadership. His spirited speech on August 


ial 26th seemed to convince the Social Dem- 


ocrats that he was up to the task. Party 


elders such as Willy Brandt and Helmut 
Schmidt, former chancellors who do not. 
often agree with each other, both hailed — 
him as their leader. Though doubts about: 
victory in January would not go away, 
doubts about the man seem to have gone, | 


or been put aside. 

Mr Rau showed his mettle by steering 
the conference away from its anti- Ameri- 
can temptations. He insisted that a West 
Germany led by him would remain a close 


partner and ally of America. Within that 
partnership, however, equality would be 
required. As Mr Rau put it: “When you 


never say no, you soon have to agree with 


everything”. The. Americans would be 


asked to stop deploying nuclear missiles 


-in West Germany and to remove those 


they have already installed. 
. That sounds dramatic, but on closer 
examination is not. Mr Rau knows that 


_ the out-with-American-missiles argument 
is not a vote-winner; so their removal 
“would not be the unilateral move which 
some Social Democrats wanted. Instead, 


the Russians would at the same time be 
asked “‘drastically” to reduce the number 
of their Europe-targeted ss-20 missiles— 
at least to the level of 1979, when the 


conflict over missiles-in-Europe started to 


heat up (this would involve the removal 
of at least two-thirds of the ss-20s current- 
ly targeted on Europe). They would also 
be invited to dismantle the shorter-range 
missiles they have recently placed in East 
Germany and Czechoslovakia. 

The Social Democrats’ plan, if Mr Rau 
becomes chancellor, is to repeal the West 
German laws authorising the installation 
of American missiles, so that Mr Rau can 
launch his own negotiations with America 
and Russia on disarmament in central 


whatever that means. None of this should 
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closer co-operation with East German’ 





revive western concern about West Ge 
many sliding into neutralism, the Soc 
Democrats rather innocently argue, be 
cause a Social Democratic: ‘govern 
would keep the country in NATO. H 
much use NATO would then be they do ni 
explain. 
The most emotional issue in Nure 
berg was not nuclear missiles but 
energy. After Chernobyl, 
party felt it necessary to make 
the ecological Greens do not 
from them on this issue. Their 
to dispense altogether wi 
gy in West Germany. wi 
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construction of nuclear plants and steadi- 
close down the existing ones. Many 
elegates at Nuremberg conceded that a 
otal nuclear shut-off is probably an illu- 
n. But to campaign for it is good 
politics. West Germany has a lot of coal, 
d the. Social Democrats are strong 
here the coal is: in North Rhine-West- 
halia, Mr Rau’s base, and in the Saar, 
ere a leading left-winger, Mr Oskar 
fontaine, is state premier. 
Mr Kohl’s ruling coalition, the 
Democrats have no convincing 
or ré olving West. Germany’s refu- 
x). Principle had to be 
conference decided. 
d be no abandonment of West 
“generous. asylum laws: to 
n them would be to betray the 
deepest instincts. All the same, 
ity must have its limits. Proposals 
| quicker processing of the cur- 
od of asylum-seekers presuppose 
liate expulsion of the majority of 
gees ‘whose requests are rejected by 
rts. Until now, the Kohl govern- 
ient has been lenient on expulsion. 
Qn economic policy, Mr Rau was reti- 
cent. It is clear that the Social Democrats, 
for all their pledges to concentrate on 
fighting unemployment, would not try to 
run the economy very differently from Mr 
Kohl. One of the chancellor’s strengths is 
that he can claim to have maintained 
West Germany’s economic lead over 
‘most of its international rivals. 
_ However well Mr Rau plays the elec- 
tioneering game from now on, the figures 
do not look like adding up to victory. In 
the opinion polls his party is scoring about 
0%, while support for the centre-right 
oalition is holding steady at 51% (see 
hart). Only a collapse of the Free Demo- 
rats and the Greens to below the 5%-of- 
he-vote needed to win seats in West 
rman elections could give the Social 
iocrats any hope of winning a major- 
Neither small party is likely to die. 
ven-if they failed to win an overall 
Y; Lae not the : Social Democrats 
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FROM OUR SPECIAL CORRESPONDENT 


The measures the West German govern- 


ment took on August 27th to stem its tide 


of refugees will not stop determined 


asylum-seekers from the third world get- 
ting into the country. The chancellor, Mr 


Helmut Kohi, admitted as much when he 


announced them. 

The measures include: allocating more 
officials to handling asylum applications; 
extending from two to five years the 
period during which asylum-seekers (ex- 
cept those from communist Eastern Eu- 
rope) are banned from formally taking a 
job; fining international airlines which 
fly people into West Germany without 
proper entry or transit papers; and ex- 
pelling asylum-seekers who, before com- 
ing to West Germany, have spent three 
months or more in some other country 
where they were free from political 
persecution. 

The new rules are aimed against asy- 
lum-seekers whose real reason for com- 
ing to West Germany is simply to earn a 
more comfortable living, rather than to 
escape political persecution back home. 
Some 100,000 refugees are expected to 
arrive in West Germany during the 


ings, the Social Democrats have accepted 


their candidate’s anti-Green position 


(though a close result in January might 
bring some rethinking). The Free Demo- 
crats remain bound to Mr Kohl. 

Political cycles tend to be long in West 
Germany. It is only three and a half years 
since the Social Democrats went down to 
a crushing defeat in the election that 
confirmed Mr Kohl as chancellor. Since 
then the ideas of Mr Rau’s party have 
turned hazy. Maybe the best Mr Rau can 
hope for is to sharpen up his party’s 
thinking for the next election but one. 


France 


Map of contention 


FROM OUR PARIS CORRESPONDENT 





The members of the French parliament 
have spent.a nervous summer waiting for 
a new map of France’s election bound- 
aries, drafted by Mr Charles Pasqua, the 
minister of the interior. The map is need- 


ed because the conservative government 


of Mr Jacques Chirac is scrapping the 
system of proportional representation 
brought in by the Socialists. It wants to 


For Kohl, read Canute _ 




















































course of this year. When they come, all 
claim to be fleeing persecution, thus 
winning the temporary right to stay until 
the courts can hear theircase. ss p 
Stopping the “economic refugees” $ 
from getting in at all would lave re 
quired a change in West G rme 
generous asylum laws, v 7 
group, except the hari 
do. Depe a a shift of r e 

















Kohl's government isan 
the country’s reputa 
genuine refugees. 
cedes that this week's 
make only a small dent in 

The key to a solution still lie 
Germany, which has been mischievo 
easing the refugees’ path into West Ger 
many through the Berlin Wall (which is. 
not, in western eyes, an international 
frontier). Mr Kohl’s government is 
thought to be negotiating with the East 
Germans to pay them off for closing the 
Berlin loophole. In the absence of a 
deal, Mr Kohl could do little this week.) _ 
except appeal to his German neighbour ee Be 
to show a little “pouan 1 











needs special lepislition, which the hurry- 
ing Mr Chirac is keen to avoid: 

Most parliamentary democtaciés’ give 
the party in power the bigger say in 
redrawing electoral boundaries. In few 
countries is the process as blatant as in 
France. When the late Gaston Defferre 
held the job under the Socialists he had 
the districts of ns Marseilles fief redrawn 
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return to the two-round majority voting tion 


used in parliamentary elections from 1958 
to 1981. The 1981 boundaries are of no 


use, since the new parliament has 577, not 
491, members. Changing the number of gina 
~ deputies cannot be done by decree but wou 











212 they in fact got; the two main conser- 
vative parties and their independent allies 
would have got 50 seats more than their 
actual 295; the far-right National Front, 
which won 35 seats in March, would have 
been left with two deputies, and the 
Communists would have further dwin- 
died to 23 seats. 

Mr Chirac’s neo-Gaullists are using two 
main arguments to mollify their centre- 
right allies. Even though the neo-Gaull- 
ists gain proportionately the most seats 
under Mr Pasqua’s plan, the UDF gains as 
well. Second, both parties will profit from 
the almost certain annihilation of the 
National Front. This is especially good 
news to Mr Jean-Claude Gaudin, the UDF 
leader in parliament, who comes from the 
department including Marseilles where 
the National Front is strong. 

To Socialist charges of bias, the conser- 
“atives reply that the Socialists would 

ave lost a far bigger share of the seats if 
the March election had been held using 
majority voting and the old 1981 bound- 
aries. Also, Mr Pasqua’s map removes a 
notional inequity in the old distribution of 
seats: the Socialists would no longer have 
to win 52% of the vote, as opposed to 
50.1%, to be sure of a parliamentary 
majority in the first round. 

For the Socialists, there is a risk that 
their objections may backfire. The return 
to majority voting should bolster them as 
the main party of the left by pushing the 
Communists well below the 30-seat 
threshold needed to form a parliamentary 
group. For this reason, among others, 
President Mitterrand accepted the resto- 
ration of two-round majority voting when 
last spring he signed enabling legislation 
to permit redistricting by decree. To fuss 
too much now about boundary details 
could look as if he were trying to wriggle 
` ~ut of his earlier decision. This will be Mr 

Aitterrand’s weakest point if he tries to 
block the new election map when the time 
comes for a decision next month. 

The entire dispute must seem niggling 
to French voters who recall the anomalies 
for which France’s 1958-81 voting system 
is known. In 1958, the Communists won 
19% of the vote and 2% of the seats. In 
1968, the right won 48% of the first-round 
vote and two-thirds of the seats in the 
second round. In 1981, the Socialists 
needed only 37.5% of the first-round vote 
to get three-fifths of the seats. 

In a system prone to such gross distor- 
tions, many French voters must ask them- 
selves how much it matters whether two 
cantons in Nevers are dubiously linked 
with the neighbouring district of Cosne- 
Cours-sur-Loire or if the size of the third 
constituency in the Lille-Armentiéres re- 
gion is dangerously close to the permitted 
maximum variation of 20% from the 
departmental average. 
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It’s all Greek to them 


Greece 
Fat is painful 


FROM OUR ATHENS CORRESPONDENT 





The Greek government is in a quandary 
over employment. Although Greece's un- 
employment rate—9% of the work- 
force—remains lower than the EEC aver- 
age, three times as many Greeks are out 
of work as in 1981, when Mr Andreas 
Papandreou’s Socialists came to power. 

With local elections due in October, 
the government is under pressure to keep 
as many people as possible in their jobs. 
But it urgently needs a shake-out in the 
labour market in order to stimulate in- 
vestment. Among other things, it intends 
to make it easier for employers to lay off 
large numbers of workers. It also plans to 
introduce restrictions on overtime, and to 
impose punitive taxes on earnings from 
second jobs—which would be hard to 
collect, since few Greeks declare these 
earnings anyway. 

Unemployment hits  school-leavers 
most. They enjoy no trade-union protec- 
tion and usually make ends meet either by 
finding work in the huge black economy 
or by falling back on the solidarity of the 
Greek family. So they worry the govern- 
ment less than those who at present have 
jobs but are liable to lose them as the 
government presses for more economic 
efficiency. 

The government may, for instance, 
have to shut down many of the 40-odd 
financially troubled industrial firms that it 
nationalised in 1983. Mismanagement 
and overstaffing have put these compa- 
nies deeply in the red, and several thou- 
sand jobs may have to go to ease the 
burden on the budget. The government 
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made a start on August 25th when it 
closed down one of these firms, a supplier 
for the textile industry, and called in the 
riot police to ensure that the 350 or so 
workers did not occupy the plant. 

With rumbles already coming from the 
trade unions, Mr Papandreou is reluctant 
to give the labour market too vigorous a 
shake until after the local elections. The 
government is apprehensive about these 
elections because the results will be re- 
garded both as its first popularity rating 
since last year’s general election, which 
gave it a second term, and as a judgment 
on the austerity programme it launched 
last October. 

That programme—involving restric- 
tions On imports and on pay increases, a 
squeeze on credit, and higher charges for 
public services—has reduced both de- 
mand and output. However, its main 
purpose was to curb the external pay- 
ments deficit. The government hoped to 
hold the 1986 deficit down to $1.7 billion, 
but by the end of June it had already 
reached $1.5 billion. Austerity was also 
intended to encourage investors; so far it 
has not done so. On the brighter side, 
inflation seems likely to come down. But 
then it has a long way to fall: at over 24%, 
it is still eight times the EEC average. 


Arms control 


Countdown for 
concessions 





In a last-minute effort to get an agree- 
ment before the meeting breaks up on 
September 19th, the Russians and their 
allies are beginning to make some handy 
concessions in the 35-nation CDE (Confer- 
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No public monument 
act of terrorism, however remote. This is 

‘the view of the Italian magistrate who on 
August 25th sequestered a patch of pub- 
lic ground that had been earmarked for 
-the construction of a marble monument 
“an memory of Gaetano Bresci, an anar- 

















Umberto I of Italy. 
The monument was to be built just 
` outside Carrara, in Tuscany. To stop it 





bianco, has notified the 20° local town 
councillors and two regional government 
officials. who voted in favour of the 
scheme that they are under judicial in- 








Tved on the five self-declared anar- 
sts who applied to build the monu- 
nt. All these 27 people have been told 
ey are liable to be charged with 
ig Bresci’s crime. 








nce on Disarmament and Confidence- 
juilding Measures in Europe). They are 
iow bargaining, in these Stockholm talks, 
bout how many military exercises each 
year shall be open to observation by other 
countries’ observers, and how many in- 
‘spections of other military operations 
shall be allowed. 

This is all a far cry from the original 
“confidence-building measures” adopted 
at the 1975 Helsinki conference, which 
were long on good thoughts but short on 
nforcement teeth. The main measures 
hen devised merely said that all members 
f the conference—33 European coun- 
‘ies plus the United States and Canada— 
ould notify the others of any exercise in 
rope involving more than 25,000 men, 
, preferably, invite them to send ob- 
tvers. In practice, the Warsaw-pact 
untries have given notice of some, but 
means all, of their exercises, but 
rely invited observers. 

western countries have always 
‘real it case be that observ- 





oeuvres avoin fe ewer thin 25,000 
‘and to allow inspectors to go and 
ok at other military operations of their 
choosing, to check that manoeuvres 
e being duly reported. The Russians 
d said no on all these points. 

Now, however, they have started to 
fe. On August 19th they agreed to cut 
> of exercises that must be an- 
Tan 18, 00 TER, and. conceded 





may bE an 


¿chist who in 1900 shot and killed King 


the magistrate, Mr Giovanni Pane-~ 


sstigation. Similar notice has been 


“Carrara, famous throughout thes wor 

for its marble, was also the cradle of the 
Italian anarchist movement. 
still be found with first names like Liber- 

tario and Ideale. The Italian Anarchist 
Federation still has its headquarters in 


Carrara, though most of the regulars of > 
the two remaining anarchist cells (regis-. 





of a “notifiable” exercise to 6,000 men; 
an agreement at around 12,000 seems 
likely. The Soviet Union would also like 
to limit, to five, the number of announced 
exercises to which any country would be 
required to invite observers. The West 
would like more, but a deal can probably 
be hammered out here too, perhaps on a 
sliding scale: one number for large exer- 
cises, another for smaller ones. 

The West is also in a mood for compro- 
mise. This week the NATO countries 
agreed to: a Soviet demand that they 
should give notice of arrivals in Europe of 
American and Canadian troops for mili- 
tary exercises. The Russians called this a 
“very positive step”. 

The main argument will come over the 
number of times inspectors will be al- 
lowed to visit other military activities, 
below the compulsory-announcement 
level. The Russians have proposed not 
more than two such visits a year on the 
territory of each country. (Mr Leonid 
Zamyatin, the Soviet ambassador in Lon- 
don, said in a press conference on August 
2ist that the proposal was for two per 
“side”, but he seems to have. got it 
wrong.) The United States insists that this 


is too few, and wants each country to be 


allowed to send out one inspection a year. 
That would mean that NATO could make 
16 inspections a year, all in East Germa- 
ny—or the Soviet Union—if it chose. 


September 19th, when the Stockholm: | 
talks end, is very close. But the Russians - 
can move fast when they want to makea i 
deal. They may have decided, in looking v 
for something to show at a summit meet- c 
ing later this year, that the CDE: offers . 


them their best bet. 
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Oscar Luigi Scalfaro, are deaf to su 
aesthetic considerations. Mr. Se 


the Council of State, a body with legal — 
powers over local government, to stop 
the monument being built. 


Ireland 


Blown away by 
Charley 


Ireland’s. coalition government is on the 
ropes, and an autumn general election 
seems more than likely. The opposition, 
the Labour part of his own coalition, the 
Ulster Protestants, and now even the 
weather, have all been unkind to Mr 
Garret FitzGerald, the prime ‘minister, 
who rushed back early on ugust 27th 
from a holiday in. € Ri 
pieces. The Irish enjoy 
a strong dash of conspiracy, a : 
admired rather than loved the andevions 
ly intellectual Mr FitzGerald since he _ 
took office late in- 1982. In June they 
rejected one of his ideas for bringing their — 
country up to date, voting down a con 
tutional amendment that would hav 

















lowed civil divorce in restricted. circum- 


stances. His time may now be up. 
The real problem is economic. Mr 





OXY in public 
finance. dts Labour. coalition partner, 

rindling British-style 
2 freland's: worst Lessa 
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coalition rein. Several other senior La- 
bour men have put a distance between 
themselves and Fine Gael. 

Bad weather means more public spend- 

ing. Summer, this year as last, has forgot- 
ten to visit Europe’s western fringe. 
Farmers say they will not be able to feed 
their livestock through the winter. The 
agriculture minister, Mr Austin Deasy, 
said they would get no extra subsidies, 
and criticised the farmers’ unions as just 
another pressure group, like the Catholic 
church and the Gaelic Atkletic Associa- 
tion. He thus offended the three most 
influential groups in the nation, and was 
punished when on August 25th and 26th a 
wicked storm devastated the already 
drenched landscape. The edge of Hurri- 
can Charley had struck Ireland: some said 
it was named for Mr Charles Haughey, 
the leader of the opposition Fianna Fail 
party. 
In the Dail, the lower house of parlia- 
ment with 166 seats (including one for the 
non-voting Speaker), Fine Gael has 68 
seats and Labour 14, making 82 for the 
coalition. Fianna Fail has 71 seats to 
itself; the new Progressive Democrats 
(PD), who have broken away from Fianna 
Fail, have five, and independents and 
others make up another six. One seat is 
vacant. The coalition’s position is precari- 
ous, and the pp leader, Mr Desmond 
O'Malley, has said he would vote against 
the coalition if a confidence motion were 
presented when the house resumes sitting 
next month. 

In a general election Mr FitzGerald’s 
own party would probably hold on quite 
well; but Labour would do very badly. 
Some younger Fianna Fail voters, tired of 
Mr Haughey, might turn instead to Mr 
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O'Malley's new wave, giving the PD pow- 
er to negotiate a coalition with Fine Gael. 
But since the PD is made up of middle- 
class tax-cutters, Labour would not get 
into bed with them. 

So the odds are heavily that Fianna Fail 
would win, and Mr Haughey become 
prime minister again. His political reputa- 
tion was built as a super-patriot, and the 
British government, anxious about the 
year-old Anglo-Irish agreement, might be 
worried about that. But close observers 
regard Mr Haughey above all as a popu- 
list, unwilling to stir up the Northern 
Ireland question, which his fellow-coun- 
trymen are heartily fed up with. A popu- 
list prime minister in Ireland now would, 
however, splash out on the welfare pay- 
ments and public-sector subsidies that Mr 
FitzGerald’s team of puritans is refusing 
to get involved with. 


Poland 
No future in this 


FROM OUR CENTRAL EUROPE CORRESPONDENT 





Poles under the age of 30 are happiest 
rearing children or practising yoga: they 
care little about politics, according to a 
study by Mr Stefan Nowak, a sociologist 
at Warsaw University. For many years Mr 
Nowak has been carrying out research— 
with the approval of the authorities—into 
the attitudes of young Poles. His studies 
have often been controversial, and parts 
of them have sometimes been censored. 
The full text of his most recent study has 
found its way to the underground press. 
About 60% of Poles are under 30. The 
relatively prosperous Gierek years in the 
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1970s, says Mr Nowak, produced “a gen- 
eration of low-flyers”, content with a 
degree of stability and a modest accumu- 
lation of wealth. Young Poles could real- 
istically hope for a decent flat, a televi- 
sion, a car, a foreign trip, and perhaps a 
country cottage. 

After the near-revolution of the Soli- 
darity movement, its crushing by martial 
law and the economic crisis of the past 
few years, expectations have fallen. Mr 
Nowak recently asked young Poles how 
they imagined their future in five or ten 
years’ time. The answers were devastat- 
ing. “I see only a grey void”, was a typical 
response. Mr Nowak’s conclusion: young 
people in Poland are experiencing “a 
paralysis of imagination caused by fear of 
the future”. 

The future is indeed uncommonly 
bleak in Poland. Most of the young peo- 
ple questioned by Mr Nowak had no 
home of their own, Many were in their 
late twenties, and unlikely to be allocated 
a flat by the state for another 20 years. 
Professional prospects are just as gloomy. 
In 1978, 40% of students in Warsaw 
believed they would get a satisfactory job 
after graduating. Today, less than 24% 
think they will. 

Political and social attitudes have also 
changed. Back in 1978, two-thirds of 
Warsaw students wanted the world to 
develop towards “some form of social- 
ism”. Today, according to Mr Nowak’s 
survey, a mere 4% hold this view. The 
importance young people attach to con- 
cepts like truth, human dignity, religion 
and the family has increased. 

Young Poles seem to have lost what 
modest ambitions they had. Many of 
them have found a retreat in family life— 
Poland's birth rate in 1981-83 was the 
highest since the second world war. Oth- 
ers decide, if they can, to get out. “Young 
people talk almost obsessively about leav- 
ing the country permanently or temporar- 
ily,” Mr Nowak reports. During his 20 or 
So years of research, he usually found that 
about 85% of young Poles said they 
would choose to live in Poland. In his 
latest study, the figure has fallen to 62%. 
This, Mr Nowak concludes, “is the best 
indicator I know of frustration in our 
country”. 


EEC’s dairy surplus 
Curdling 


FROM OUR BRUSSELS CORRESPONDENT 


The visionaries who saw the EEC as the 
way to a Europe of milk and honey were 
right—at least so far as the milk is con- 
cerned. The Community has been pro- 
ducing so much of the stuff that, unless 
something is done soon, the cost of sup- 
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Too much of a good thing 
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porting surplus output could bust the 
budget. 

Ironically, amid all the waste of the 
common agricultural policy (CAP), it is for 
dairy products that the Community has 
tried hardest to cut surplus production 
and sell off old stockpiles. With little 
success. Surplus butter is being crammed 
into cold stores at the rate of 100,000 
tonnes a month and the falling dollar has 
raised the cost of dumping stocks on 
world markets. One ecu in five spent by 
the Community in 1986 goes to the dairy 
sector. 

What has gone wrong? The biggest 
mistake was that, when the Community 
introduced quotas two years ago in an 
attempt to limit production, they were set 
too high. The EEC’s cows still produce 
about 8m tonnes of milk more than its 
citizens can swallow in any form, be it 
liquid or as butter, cheese or milk pow- 
der. Things were made worse by the 
European Commission's decision to allow 
farmers who could not use up their quotas 
to transfer them to colleagues who could. 
This helped the overproducers get round 
the penal 75% tax on excess output 
introduced alongside the quotas. 

Getting rid of surplus production has 
become more difficult. Despite the 
knock-down prices the Community offers 
to foreign buyers, demand has fallen and 
competition, especially from New Zea- 
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land, has intensified. New dumping 
grounds inside the Community—for ex- 
ample, the bakery trade, the army, even 
prisons—have been tried but the quanti- 
ties involved are small and costs exceed 
those of export subsidies. 

The farm commissioner, Mr Frans An- 
driessen, was recently criticised by his 
colleagues at a private meeting in London 
for being too soft with farm ministers. 
The mood of the meeting was said to have 
been near panic at times as commission- 
ers realised the enormity of the dairy 
problem. Farm experts were given until 
September 3rd to come up with proposals 
for action. 

Ideas for knocking a bit off the butter 
mountain include simply destroying the 
oldest stocks—now more than five years 
old—at a cost of 3,000 ecus ($3,000) per 
tonne, and using it as animal feed. A first 
lot of several-years-old butter was offered 
for sale as feed on August 2ist at a 
derisory price of $90 a tonne, 3% of what 
it costs the EEC budget to buy it in the first 
place. Other schemes are to use it as axle 
grease or as additives for paints and 
soaps. Alternatively, it could be pro- 
cessed at taxpayers’ expense into a neu- 
tral oil competing with palm and fish oil 
on world markets. 

To cut the direct cost to the EEC 
budget, commissioners will be presented 
with a proposal to transfer to member 
governments part of the surplus-disposal 
costs. If accepted, this would have the 
important consequence of breaching the 
common financing system of the CAP, one 
of its basic principles. 

But while some of these ideas may help 
to save the EEC budget for a while, none 
of them will affect the real cause of the 
problem: the production of too much 
milk. Member-states are already commit- 
ted to reducing quotas by another 3m 
tonnes by 1989, and the commission feels 
a further cut would be politically unac- 
ceptable. As it is, the present quota 
system has brought hundreds of small 
French farmers to the edge of ruin. They 
had predicated the reimbursement of in- 
vestment loans on higher earnings from 
expanded production, which is no longer 
possible. The commission may, however, 
propose making quotas non-transferable 
or, failing this, raising the penal levy to 
200%. 

How much longer can the EEC put off 
bolder action? It has lived with farm 
surpluses for the past 20 years. It has 
periodically been on the brink of bank- 
ruptcy as farm spending has risen beyond 
control. A bit of tinkering around the 
edges of the CAP has enabled it to stagger 
on. But surplus stocks in all farm sectors 
have reached alarming proportions—with 
a book value of 10 billion ecus—and the 
EEC is running out of soft options. 
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It happened with the motorbike, it hap- 
pened with the video recorder, and— 
snap—it has happened with the photo- 
copier. Japanese manufacturers now 
control 85% of the EEC market for copy- 
ing machines. This week the European 
Community imposed penal import duties 
on Japanese photocopiers. As another 
gesture of despair at Japan’s ability to 
shove European competitors out of en- 
tire industries almost before you can say 
sayonara, the action is understandable. 
But it will have little effect. 

The Community had warned the Japa- 
nese that it was determined to counter 
what it considers unfair trading prac- 
tices. The use of anti-dumping duties, 
justified under international trade rules 
when exporters sell abroad at below 
domestic prices, threatening firms and 
jobs in the importing countries, had 
become the EEC’s main weapon. So the 
imposition of extra duties for photocopi- 
ers of up to 15.8% from August 27th 
came as no surprise. 

But it is difficult to see whose interests 
the Community is really defending. Eu- 
ropean-controlled firms have less than 
5% of the EEC market between them. 
The rest of the market that is not in 
Japanese hands is held by Rank Xerox of 
Britain, in which America’s Xerox Cor- 
poration has the majority stake. Eu- 
rope’s producers needed protecting five 
years ago, not now. 

Some Japanese manufacturers are al- 
ready preparing to get round the new 
duties by shipping their copiers to Eu- 
rope as components and assembling 
them locally. Even in the short run, the 
duties may have no effect at all. Most 
Japanese manufacturers and their EEC 
importers were expecting this week’s 
decision, and so had shipped large stocks 
to the Community. If the duty is extend- 
ed beyond its opening period of four 
months, then it will be EEC consumers 
who will suffer most—through the higher 
prices they will have to pay for their 
machines. 
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Old industry, new look, 


old story 


Fleet Street has been through an extraor- 
dinary six months. After five years in 
which recession and new union laws made 
virtually no difference to its industrial 
relations, the traditional print unions, the 
National Graphical Association (NGA) 
and the Society of Graphical and Allied 
Trades (SOGAT 82) have been making 
concessions which were until recently 
unthinkable. At the same time, a range of 
new titles unprecedented this century is 
now being produced, planned or pro- 
posed. The changes, however, are less 
revolutionary than they seemed at first. 

Control of the first new title to appear, 
Today, has now passed from Mr Eddy 
Shah, who launched it in March, to Mr 
Tiny Rowlands Lonrho, which owns the 
Observer. Mr Shah's retreat to Cheshire 
shows that launching an entirely new 
national newspaper is not just a matter of 
snazzy technology and sensible manning 
levels. It also shows that a small-town 
proprietor does not have the resources to 
survive the long period of losses a new 
title faces before it finds a steady 
readership. 

Today has proved an editorially lack- 
lustre product, unsure how to exploit its 
colour printing, which is its one clear 
advantage over its national competitors. 
As-yet-unaudited sales are below 
400,000, It has been plagued by cost 
overruns, and needs £7m for an autumn 
relaunch. Mr Shah’s invention is now run 
by traditional newspaper management, 


and traditional editorial executives. He 
has even had to hand over most of his 
much-vaunted non-union distribution to 
the orthodox, unionised network. If 
Lonrho is to succeed where Mr Shah 
failed, it will have to decide whether to 
cancel its planned contract printing of the 
Observer, close the Sunday Today and 
convert Today's Hungarian-financed col- 
Our-presses to print the Observer, which 
could be technically difficult. 

Other new titles may stumble over 
some of the same obstacles which finally 
defeated Mr Shah. Much the most ambi- 
tious, the up-market Independent, is due 
to appear in October, with £18m of start- 
up money and an eventual staff of 350. It 
has recently had to admit the need for 
extra staff, such as traditional sub-edi- 
tors, and as a result its break-even target 
for circulation is believed to be 380,000 by 
the end of its first year. Rival publishers 
doubt whether it can achieve more than 
200,000. The Independent has already 
said it will use print-union labour at its 
contract printing centres. That may ex- 
pose it to strikes from the NGA, the more 
brutal of Fleet Street's two printing 
unions, which has been refused recogni- 
tion at the paper’s London head office. 

Mr Robert Maxwell, owner of the 
flagging down-market Daily Mirror, 
plans a new London evening paper, the 
Daily News, in October (though that 
launch date may slip). It is already re- 
cruiting an estimated 120 staff. It will 
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depend heavily on London’s lucrative 
classified-advertising market. This — 
month, the left-wing Sunday, the News on — 
Sunday, said it had finally raised the 
£6.5m it needed for a launch next spring. | 
It is hiring journalists for its Manchester 
headquarters and will print on Daily 
Telegraph presses. A down-market Sun- 
day sports paper is considered a runner. 

Other earlier proposals, including new 
London evening papers from the Cheque- 
point group, from Associated Newspa-_ 
pers and from Mr Murdoch, appear to 
have been postponed in the wake of — 
Today's difficulties. Setting up a new 
national newspaper, at a time when the _ 
economy, and therefore advertising reve- _ 
nues, are growing more slowly, looks a — 
less attractive proposition than it did — 
before Mr Shah's retreat. 


Printers unbanished 
The new newspapers have suffered from ` 
another bit of bad timing. The huge cost 
advantage that new entrants might have 
secured from new technology and holding 
down manning levels is already being 
matched by existing titles. The vital 
change was Mr Rupert Murdoch’s deci- 
sion to move to a plant in Wapping, east — 
London, his four titles—the Sun, News of — 
the World, The Times and Sunday Times, — 
which together make up one-third of — 
Fleet Street’s circulation. f 
Like Mr Shah, Mr Murdoch did a deal 
with the electricians’ union, the EETPU. — 
By circumventing Fleet Street's closed _ 
shops and having his papers printed by 
electricians, Mr Murdoch is estimated to 
be saving about £80m a year. The print 
unions are still in conflict both with him _ 
and with the EETPU. Low-key negotia- — 
tions on the dispute were reopened last 
week, prompted partly by the union's — 
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The Street before the revolution 


desire to avoid becoming the centre of 
conflict at next week’s TUC conference. 
Though the national print unions, 
would also like an end to the Wapping 
dispute, their chapels (local union 
branches) are under less pressure. They 
rejected out of hand a union-negotiated 
£50m settlement last June. A majority of 
the 5,500 sacked workers have found 
other employment—most are members of 
SOGAT, which is paying strike pay to just 
over 1,000 people—and the chapels are 
happy to maintain the pressure on Mr 
Murdoch to discourage other proprietors. 
So far, the tactic has worked. No other 
national newspaper has yet attempted a 





non-union deal either with the EETPU or 
with any other labour sub-contractor (see 
box). Instead, they have tried publicly to 
distance themselves from Mr Murdoch's 
Wapping approach in the hope of none- 
theless coaxing the chapels to similar 
concessions. As the managing director of 
the Guardian, Mr Harry Roche, says, 
“We want to go down this path with the 
traditional unions in the traditional way.” 

One reason for the proprietors’ atti- 
tude may be that the EETPU would not co- 
operate a second time. Its general secre- 
tary, Mr Eric Hammond, has apparently 
told some proprietors that any more 
Wapping-style deals are off, at least until 
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the temperature cools. So the remaining 
Fleet Street groups are planning their 
moves, mostly to new printing plants in 
Docklands, east London, on the basis of 
agreements with the existing chapels. 

Common to almost all the deals they 
have made is an assumption that journal- 
ists and advertising staff will be permitted 
to type copy direct into the typesetting 
computers—unthinkable in Fleet Street a 
year ago—and that many of the restrictive 
practices in the printing machine and 
publishing rooms will end. 

All the chapels have shown a readiness 
to concede manning reductions, albeit 
usually in the form of fewer shift pay- 
ments shared round existing staff. Both 
the NGA and SOGAT conferences last 
spring were dominated by a realisation 
that new technology had to be accepted if 
“others’"—ie, Mr Hammond's electri- 
cians—were not to take their work. 

The two issues on which the print 
unions are adamant are the closed shop 
and the maintenance of traditional bar- 
gaining methods, which means shop-floor 
deals struck “on the night” with line 
management. No management has yet 
followed Mr Murdoch and demanded 
legally binding contracts with chapels. 

Fleet Street has been offered revolu- 
tion on a plate by Mr Murdoch, but has so 
far turned it down. The Wapping solution 
has costs, too, and not just in terms of 
barbed wire and security men. Mr Mur- 
doch’s down-market papers have flour- 








No newspaper group has yet copied Mr 
Rupert Murdoch's Wapping solution. 
But all are striking bargains with their 
workers which would have been incon- 
ceivable only a year ago: 

@ Mr Robert Maxwell obtained a 25% 
manning cut at his Mirror Group ttles 
last January. He had to threaten court 
action, closure and non-union operation 
at his Glasgow plant to obtain agree- 
ment. Since then, his chapels have been 
struggling to regain lost ground, this 
week rejecting a wage deal negotiated by 
their unions at national level. Mr Max- 
well is planning new colour printing 
“somewhere” in Docklands, and is pay- 
ing £60m for new presses. 

@ Mr Maxwell's friend, Mr David Ste- 
vens of Express Newspapers, reached a 
similar manning reduction last April. He 
is keen to justify the £317m it cost him to 
acquire the group last October. With 
new presses in Fleet Street, his is the 
only group likely to remain in central 
London. As at the Mirror, chapels 
(union branches) are trying to resist the 
reductions. Mr Stevens and Mr Maxwell 
may eventually merge some operations. 
This might include the merging of Mr 
























The deals they did 


Stevens’s Star with the Daily Mirror, 
whose sales are its lowest since the War. 
@ Associated Newspapers’ Daily Mail 
and Mail on Sunday are expected to 
move to a new £130m factory in Surrey 
Docks, in east London, in 1988. Last 
spring, the group announced plans to 
shed 1,200 of its 4,200 staff. It hopes to 
move its editorial offices to the old 
Barkers store in Kensington. 

@ The management of the Daily and 
Sunday Telegraph, acquired last year by 
a Canadian businessman, Mr Conrad 
Black, is trying to secure manning cuts 
and promises of flexibility from its exist- 
ing workforce. Its finances are far more 
precarious than any of its rivals: it de- 
clared a pre-tax loss of £8.9m in March, a 
figure which did not include £36m of 
rationalisation costs. The Telegraph's 
sales fell 5.3% between the first halves of 
this year and last. New printing plant 
comes on stream this autumn at the Isle 
of Dogs in east London. 

@ The Guardian, too, has rejected the 
idea of a midnight flit to escape the Fleet 
Street unions when it moves to its high- 
tech Docklands printing plant next year. 
With its circulation surging (up 7.6% in 


January to June and well ahead of its 
rival, The Times) the Guardian has need- 
ed extra printing capacity, both in Man- 
chester and at contract printers in Ports- 
mouth. The paper has become profitable 
after decades of loss. Last year it en- 
dured mounting disruption from its cha- 
pels. Its proposals are still under negotia- 
tion, with management insisting on 
direct inputting by journalists at its Far- 
ringdon Road offices. 

@ The Financial Times said in July that it 
too would be moving east to Docklands 
from its City base, with 30% manning 
cuts, in July 1988. When it negotiated 
computer setting of stockmarket prices 
last March, it promised the NGA that it 
would repatriate typesetting from its 
European office in Frankfurt. It now 
wants direct inputting by all journalists. 
@ The Observer recently announced it 
would move from its Queen Victoria 
Street headquarters to a new building in 
Battersea—to howls of dismay from its 
fastidious journalists. Its printing will go 
out to contract in Portsmouth, Peterbor- 
ough, Bradford and Worcester. This will 
mean 500-600 redundancies among its 
Saturday-night print staff. An offer of 
extra money if the printers went quietly 
was rescinded within days when they 
staged a disruptive meeting. 
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Kemp, to open tal 


is too measly to attract compe- 
not just Aldermaston scien- 
untants. Last year, 35% of the 
of outer-Londoncleri- | 
g in social security 
98 to £5,054 plus 
: civil service. 
bly unwilling 












adds another penny 
te income tax. So Mr Kemp has 
0. the civil-service unions— 
ly and politely, if I say so my- 
“let them know that his latest 


rvice wage bill 









(on a small detail of next year’s pay 
claim) only stands if they are prepared to 
talk about a new pay system with some 
kind of geogr 





e crying “foul”. Mr John 











- | Labour grows more lovable _ 


The latest The Economist/mort poll on 
views on a hung parliament shows Alli- 
ance voters more enthusiastic about 
throwing in their lot with the Labour 
party. The main change since our last 
survey in July is that more Alliance 
voters now say they would favour a pact 
with Labour if the next election pro- 
duced an indecisive result. Of those who 


ide Say they would vote for the Alliance, 
37% also say they would like the Alli- 


ance to “allow the Labour party . . . to 
lead a new government”, against 26% in 


favour of the Conservatives. As our. 


previous poll found each of the main 
political parties attracted 33% of Ali- 
ance voters among respondents, this rep- 
resents a swing of 5.5% to Labour. 

_ This finding would seem to reflect 
_ public support for the efforts of Labour’s 
leader, Mr Neil Kinnock, to present a 
_ more moderate image for his party. The 
_ recent controversy over union reform 
-= appears to have made little impact on 
this centre group of voters. 

A difference is emerging within the 
Alliance in the attitudes of those profess- 
ing to be Liberal and Social Democrat 
_ voters, with the former markedly more 

inclined to a Labour alliance in a hung 
parliament and the latter to a Tory one. 
Liberal voters incline mainly towards 
Labour, Social Democrats to the Con- 
servative. Since a hung House of Com- 
mons might well have more Liberal than 
SDP members, this could be a pointer to 
how the Alliance collectively might 
move, 

Alliance voters dislike Mrs Margaret 
Thatcher’s brand of Conservatism. A 
fifth of them still say they would be more 
| likely to support the Conservatives were 
| Mrs Thatcher to step down as leader, 
against just 7% who say the opposite— 
though she can perhaps take comfort 
from the 70% who feel it would make no 
difference. . | 

Among alternative candidates for the 
Tory leadership, Mr Michael Heseltine 
has lost ground as the Westland affair 
drifts into history. His support among 
Alliance voters is down from 43% a 
month ago to 31% now, though he 
remains remarkably popular across the 
political spectrum. Among other candi- 
dates only Mr Norman Tebbit has im- 
proved his position significantly with all 
electors, and only Mr Kenneth Baker 
with Alliance supporters. 

There is a marked increase in the 
number of Alliance supporters who fa- 
vour the joint leadership of both Dr 
David Owen and Mr David Steel, from 
36% to 45%. Both leaders have lost 


boycott the talks altogether. Throw away 
the principle of a single national rate, he 
said, and the unions will find it harder to 
whip up support for strikes: the Treasury 
_ could, by dividing and ruling, pay less. 


Other union leaders, : 









1. If no party achieves an overall majorit 
next general election so as to be able to cat 
out its policies without the support of oth 
parties, do you think-it will be a goo dor a 
thing for the country? eee 
All: % 


f July now 
Neither — 6 6 $ 
Don't know 15 15 40 


2. if the next general election produ 
Stalemate with no party able to form a i 
ment on its own, would you prefer the L 
SDP Alliance to allow the Labour party or 
Conservative party to lead the new governme 
Conservatives 344 36 B 2 
Labour 37.35 B 37 
Neither 13 14 24 2 
Don’t know 5 16 VW {4 




















3. If Mrs Thatcher were replaced as leader of the 2 


Conservative party before the next election, do 


you think you would be more likely to vote ~ 
Conservative, 


in the general election? 


More likely uoa a æ | 


Less likely 7 


7 I paa 
No difference 76 740 70 We 
nical 6 6 ka 





4. (Asked only of those replying “more likely” 


to question 3): Assuming Mrs Thatcher is 
replaced as leader of the Conservative party, 


which of the politicians on this list would be | 
most likely to make you vote for the Conserva- | 
tive party in the next general election? gak 
Kenneth Baker 4 4 2 9 

Michael Heseltine 36 33 48 Joo 
Sir Geoffrey Howe 12 9 11 ee 

Douglas Hurd 2 2 To wee 
Norman Tebbit 15 21 1 Ms 
Peter Walker 2 Ti WW fo: 
Other (write in) 2 2 1 1 
Don't know 17 19 8 14 





5. Would your prefer the Liberal/spp Alliance ti 
contest the next general election with Mr David 
Steel as leader, Dr David Owen as leader or both 
as leaders, as at present? i 
Steel 7 5 R W 
Owen 18 18 25 22. 
Both 30 32 36 45 
Don’t know 2 2 6 5o 
Based on face-to-face interviews with a representative samo. 
1,907 adults aged 18-plus in 169 constituencies in Great Bri 
between August 15 and 19 1986. ©The Economist Mor 


individual support. A growing numberof 
Liberals and Social Democrats now ap- 
pear to accept that a joint leadership is 
inevitable at least through the next 
election. no 


But Mr Macreadie has a vested interes 
most of his supporters come from 
which do very well under- 
system. SS 











































C ive, less likely to vote Conservative, — 
or would it make no difference to how you vote E 


















f 


>e Pi i f 





EA 
BRITAIN 
-= Ellis (who, as deputy general secretary, 
bosses the show at the crsa while Mr 
Macreadie’s disputed election is scrutin- 
_ ised), are more thoughtful. They realise 
that the Treasury will be able to introduce 
variations whether they like it or not, by 
beginning with selective pay rises which 
the unions will be powerless to stop. 
_ Having announced their outright opposi- 
tion to any change, Mr Ellis and others 
intend to go to the talks regardless. 
Some union leaders are already a step 
_ ahead of the Treasury. The tax inspec- 
tors’ Mr Tony Christopher, who also runs 
the joint civil-service unions’ council, sug- 
gests that civil servants’ pay could be 
= fixed by two things: a basic minimum 
= decided in the normal way, and a hous- 
 ing-costs supplement. This could be a 
= plausible starting-point. Housing costs 
are often high (see chart) in the places 
= where fewer people are willing to work 
_ for government wages. Mr Christopher's 
approach has another diplomatic advan- 
























= |Where home costs more 


s Housing costs", first quarter 1986 
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ource: 10S $ index combining rent, rates and mortgages 


_ tage: it would not offend the principle, so 
_ dear to the unions, of a single national 
pay rate. 

_ The government has toyed with region- 
al variations in pay before. The 1982 
_ Megaw Report concluded that it would be 
too complicated to negotiate dozens of 
_ different pay rates. The Treasury is not 
_ proposing a rigid new structure of region- 
al rates. It just wants flexibility, to help 
the government hire and keep good staff. 
_ This time, it may get somewhere. 


é 7 European fighter aircraft 
~ Money muncher 


= Two new fighters will make this year’s 
__ Farnborough air show the most exciting 
in years. One is the French-built Rafale; 
the other a British-built fighter with the 
pedestrian name of EAP (experimental 
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The EAP—pedestrian name, high-flying 


aircraft programme). These two ma- 
chines flew for the first time only weeks 
ago, and will be straining their rivets to 
outdo each other in the aerobatic flying 
display. 

Both aeroplanes use the same new 
basic technologies, and both were devel- 
oped to do much the same job. So why 
two? Because five European countries 
were unable to agree on a single design 
for a new Eurofighter. France wanted a 
small aircraft, mainly for ground-attack; 
Britain, West Germany, Italy and Spain 
wanted a slightly larger one. Nearly a 
year of hard negotiations brought no 
agreement; and so France went its own 
way. Britain now hopes the four-country 
Eurofighter will incorporate many of the 
design features of the EAP, built originally 
to demonstrate British technology in a 
single aircraft (and incidentally to keep 
the British Aerospace design teams occu- 
pied). But the aircraft which eventually 
emerges will differ considerably from the 
one on show at Farnborough. 

Whether Britain’s air force should buy 
the new Eurofighter (currently called the 
European Fighter Aircraft, or EFA) is 
being hotly challenged by the other two 
armed services. The last military aircraft 
the air force bought, Tornado, sucked 
lots of money out of British defence 
budgets throughout the 1970s; were the 
new aircraft to be built, it could rival 
Trident as a sopper-upper of scarce de- 
fence cash during the next decade. That 
would be cash which might otherwise 
allow the army and navy to modernise 
their own forces. 

The RAF, however, argues that it needs 
a new aircraft. Its existing fighter-bombs 
er, Tornado, is a first-rate aeroplane: the 
strike version is outstanding at dropping 
bombs in all weathers, the interceptor 
version at shooting down bombers over 
the Atlantic or the North Sea. But it is not 
agile enough to take on enemy fighter- 
bombers in a swirling dogfight. The air 
force needs more aircraft to drop bombs 
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and, most of all, a new air-defence fighter 
to replace its aging Phantoms. The EFA is 
designed to do both. pii 

But Tornado, say the other services, 
was also supposed to replace several 
aircraft, of which the Phantom was one. 
Besides, by the time it comes into use, the 
EFA is already likely to be approaching 
obsolescence. As for bombing, the EFA 
may not do it as well as Tornado but may 
cost more, as the development costs of 
Tornado have already been written off. 

The solution, according to most of 
those who argue this way, is for Britain to 
buy more Tornadoes for bombing and put 
its fighter money into the next generation 
of fighters, perhaps short-takeoff-verti- 
cal-landing (STOVL) machines, which 
could be used by the navy as well as the 
air force. Such aircraft would be huge 
improvements on the present Harrier 
design, which has already brought Britain 
world leadership in STOVL technology—a 
lead which is now being rapidly eroded by 
American firms. 

Smart money still bets the RAF will have 
its way and get the new aircraft, if only 
because so much political energy was 
spent hammering out the four-country 
project. But a public fight could yet break 
out over what its cost, together with that 
of Trident, will do to the taxpayer and the 
other services. 


Labour’s green policy 
Greener than green 


The Labour party’s long new policy state- 
ment on the environment demonstrates 
one point above all others: how difficult it 
is for a party in opposition to do its 
homework well enough to produce credi- 
ble policies. It is a curious jumble of 
interesting proposals, pious hopes and 
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a Every week, Plight International gives you the 
balanced view of the whole aerospace ind usiry. 


Flight i is informative and offers highly respected” 
coverage of technical matters. It's written with 
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They never asked our advice 


of local government. Elected regional 
authorities would be made responsible 
for strategic planning, environmental pol- 
icies, employment planning and recre- 
ational strategy in rural areas. Maps of 
the proposed new regions have not yet 
been drawn. But one consequence would 
be to give the Labour-dominated cities 
more control over the Tory shires, partic- 
ularly in the north and Midlands. 

The statement is the product of a joint 
policy committee of the shadow cabinet 
and Labour's National Executive Com- 
mittee chaired by Mr Tom Sawyer, a 
senior official of the National Union of 
Public Employees. The group was long on 
parliamentarians but remarkably short on 
outside expertise—the only experienced 
outsider was Mr Alan Mattingly, the 
secretary of the Ramblers Association. It 
shows. 

The document has some interesting 
peripheral ideas. It proposes merging the 
government's two watchdogs on the 
countryside, the Countryside Commis- 
sion and the Nature Conservancy Coun- 
cil, into a new wildlife and countryside 
service, responsible for wildlife-habitat 
protection, landscape enhancement and 
access. It wants to encourage organic 
farming, and discourage the use of nitrate 
fertilisers and aerial spraying. Farmers 
and landowners would no longer be able 
to bluff the government into paying huge 
sums of compensation for not damaging 
the countryside, even when they had no 
intention of doing so anyway. Planning 
controls would cover forestry, farm build- 


yy ings and the removal of hedgerows, 
woodlands and wildlife habitats. There 


would be a legal right of access to all 
common land. 

These ideas may win back for Labour 
some voters who might have thought the 


Alliance party was greener on green is- 


sues. But other proposals look green in a 
different sense. For example, the com- 
mittee proposes that agricultural subsi- 
dies would shift from production towards 
conservation. The Tories have been bat- 
tling in Brussels to persuade other EEC 
governments less keen on conservation to 
do exactly that. Or take the new ministry 
of environmental protection which the 
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paper proposes. Labour has not yet de- 
cided whether this is to be a separate 
department with its own cabinet minister 
or a subdivision of the Department of the 
Environment, in the same way as over- 
seas development comes under the For- 
eign Office. 

Two particularly controversial ideas 
which seem not to have been properly 
thought out are for the rating of agricul- 
tural land, and the formation of a state 
land bank. Mr John Cunningham, La- 
bour’s environment spokesman and a 
member of the committee, admits that 
the way in which rates could be intro- 
duced has not been worked out. Last time 
a Labour government tried to do this its 
own minister of agriculture, Mr John 
Silkin, dissuaded his cabinet colleagues 
by arguing that farmers would not have 
the cash to pay. 

The state land bank used to be seen as a 
vehicle for the nationalisation of agricul- 
tural land. But although the document 
says “Labour's aim is to expand the 
common ownership of land”, Mr Cun- 
ningham went out of his way to play down 
any such thought. 

A future Labour government would 
find that many of the report’s policies ran 
foul of the Treasury. Mr Cunningham 
suppressed a sigh of relief when he im- 
plied at the report's launch that it would 
really be for Mr Kinnock to decide which 
proposals should appear in the Labour 
manifesto, 


American tourists 


Back in Britain 


American tourists are starting to trickle 
back to Britain. Not that they ever stayed 
away in really big numbers—except by 
comparison with the strong-dollar-wield- 
ing masses who came last year. True, 
40% fewer North Americans visited Brit- 
ain in May this year (the latest month for 
which firm figures exist) than a year 
earlier. But the drop in tourism from 1985 
seems to have become progressively less 
marked as the summer wore on. The 
number of transatlantic air passengers 


arriving in London was down 24% in 
June, 20% in July and just 10% in the first 
ten days of August. 

Americans have been wooed with 
lavish promotional offers by the airlines 
and televised appeals by the prime min- 
ister to “Come back, we miss you”. 
The British Tourist Authority’s market- 
ing department has spent a busy sum- 
mer trying to persuade the American 
public that the streets of London are 
still far safer than those of Detroit. The 
British belief that they have been de- 
serted by petrified Americans has al- 
ways been exaggerated. Only in the 
boom year of 1985 did more North 
Americans come to Britain in the spring 
than they did this year (see chart). 

Even in May, the month after the 
bombing of Tripoli, almost as many 
Americans came as in 1983—the last time 


a dollar bought only 66 pence. The dol-, 


lar’s decline, more than Colonel Qadda- 
fi's threats, has probably discouraged the 
tourists. 

American Europhobia has shown up 
not in the total numbers of visitors, but in 
a few small areas of the tourist market. 
Group travel has been the worst hit, but 
Americans are relatively independent 
travellers: only 20% of those visiting 
Britain usually come on fully inclusive 
packages; this year, that may fall to 10%. 

Tourist attractions which rely heavily 
on American group bookings have been 
hardest hit—like Warwick Castle, where 
an 11% fall in visits in the year to July 
seems to be almost entirely due to a 40% 
drop in American package tours. 

Among the first kinds of package tour 
to stay away were “incentive” group 
holidays awarded by American firms to 
high-performing staff. They account for a 
tiny section of the market, but often give 
Americans their first taste of transatlantic 
travel. London’s West End theatres, 


which have hitherto sold less than 5% of 
tickets to groups of 12 or more, have just 
begun to explore this lucrative market. 
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A survey of NATO’s central front 
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NOWING HOW OUR BIRDS WILL FLY 
SEFORE THEY HAVE WINGS. 


Orville and Wilbur Wright had only one way to 
ve sure their bird would fly. They had to build one 
and try it. 
That's far too costly and risky for plane 
Juilders today. So we've built a center for testing 
aircraft designs with flight simulators long before 
oroduction begins. 
Test pilots sit in cockpits mounted in the middle 
»f a dome on which moving 360° views of sky and 
andscape are projected. Specifics of each new 
jesign are programmed into a computer attached 
o the cockpit controls. Pilots “fly” just as in a real 
>lane—and their “aircraft” respond accordingly. 
Our designers no longer have to rely on theory or 
nodels alone. They can see their designs perform. 
Whey can talk with pilots who've flown them. 
—omputers and simulation save vast amounts of 
ime and money throughout the design process. 
*\nd the nation gets better planes. 
We're creating breakthroughs that make a difference 
n the way things work and the way people live. 
We're McDonnell Douglas. 


For more information, write: 
Simulation, McDonnell Douglas, 
Box 14526, St. Louis, MO 63178 
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CDONNELL DOUGLAS 


we/ILITARY & COMMERCIAL AIRCRAFT SPACE & MISSILES HELICOPTERS INFORMATION SYSTEMS HEALTH CARE FINANCING 
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The central front in Europe is the most highly militarised region in 
the world. Two million men from NATO and the Warsaw pact 
glare at each other across the border that divides the two 
Germanies. Both sides know that NATO will not attack first. Both 
also know that if the Soviet Union tries to do so, it will have to 
break through the barrier of troops and airmen from six countries 
that guards the heartland of Western Europe. Our defence 
correspondent, James Meacham, looks at NATO's central region 


When the allied armies landed in France 
in June 1944, the British and Canadian 
assault force was larger than the Ameri- 
can one and was assigned the three east- 
ern beaches, Gold, Juno and Sword; the 
Americans landed to the west on Utah 
and Omaha. So when the two main ar- 
mies wheeled to the east the Americans 
were to the south; they broke into Ger- 
many in the same order and remain 
largely that way today. 

In the dark days of the cold war and 
even into the late 1960s this was a serious 
problem. Since the postwar demobilisa- 
tion, the American forces in Europe have 
been guarding the hilly southern part of 
West Germany which is comparatively 
easy to defend; the British forces, smaller 
and less well equipped. were left holding 
the gently rolling North German plain, 
the ideal invasion route to the industrial 
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Ruhr, the low countries and France. 
Some commentators still fret about this 
“maldeployment” of NATO forces. The 
danger arising from it, however, has 
probably always been overstated. Belgian 


New-style sentry 


The photograph on the cover shows one 
of the nine multi-purpose consoles in a 
NATO AWACS aircraft displaying a map of 
the central front. Although the aircraft's 
own radar cannot detect targets over 
such a large area, the system can receive 
data from other radars and display it 
The operator is Lieutenant-Colonel Her- 
man Rieter of the Royal Netherlands Air 
Force who, as tactical co-ordinator, was 
in charge of radar and control operations 
on this mission. 
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and Dutch forces—which are weak but by 
no means insignificant—are also assigned 
to the Northern Army Group. And the 
terrain in the north is not quite as hard to 
defend (nor is that in the south quite as 
forbidding to an attacker) as some arm- 
chair strategists seem to believe. Never- 
theless, the historic deployment created a 
real military problem and still does to a 
degree, although the worst features of it 
have largely been overcome. 

The first, and most important, part of 
the solution was the creation of the new 
West German army, beginning in 1955. It 
grew rapidly into the biggest, and in many 
ways the best equipped and trained, army 
on the central front. Its officer corps has 
managed to re-create the sparkling pro- 
fessionalism which for years made Ger- 
man armies the most efficient in the 
world, while at the same time shedding 
the worst excesses of militarism. The 
largest of the three West German corps is 
assigned to the Northern Army Group 
(map 1 on next page). 

The second component of the solution 
was the assignment of more American 
forces to the northern part of the front in 
the mid-1970s. During the 1960s a num- 
ber of American units were withdrawn 
from West Germany to fight in Vietnam 
and to re-form the training base in the 
United States which virtually disappeared 








uring ihe vadai in Sou t Asia. 
But to keep up. the. appearance of 
meeting its NATO commitments, the 
Americans ‘‘dual-based” a number of 
army units and air-force squadrons. The 























Germany, on the realistic assumption 
hat the men alone could be flown back 
y easily. They remained assigned, 
nically, to NATO’s European com- 


cises. The system worked well, and in the 


ow more th than 150, 000 army 




























fost of the corps is dual-basec 
f its brigades is actually in place—but: if 
t.can be got back in time, it would beef 
ip. the Northern Army, Group substan- 
tially. The Americans have also sent a 
biggish fighter squadron to Holland to 
improve the air balance in the north. 
On the other side of the equation, 
Canada, which at one time had a signifi- 
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front, gradually withdrew most of its 
forces. But the biggest blew to the alli- 
ance camein 1966-67, when France not 
a withdrew its forces om the NATO 






















fil its commitments aa the NATO 
aty (which means it would fight if West 
rmany were invaded, for the treaty 
tes that an attack on one country is an 
ack on all), they also add that French 
ces would remain under national con- 
leven in wartime. So NATO command- 
rs have been unwilling to frame their 
lans to include French forces. (Howev- 
er, a number of secret agreements have 
been made outlining specific methods of 
wartime co-operation.) And, although 
French army and air units conduct fre- 
quent exercises with regular NATO forces, 
ing NATO tactical instructions and com- 
munication arrangements, French units 
today are not as well attuned to NATO 
ideas and doctrine as the others on the 
central front and not as well prepared to 
operate with other NATO forces. 
Losing access to French territory, how- 
ever, may have. by been even more trouble- 
the alli tha n the. “loss” of 
966, the principal 














1ipment was pre-positioned _ 
ome extra American ae 


| American a army corps v was PaRi e 
the northern part of the central front. z 
——only one 


cant army and air force on the central 


orces were sent back to the United || 
States, but most of the equipment was left | | 


ander, > who was given authority torecall | | 
m in time of actual crisis or for exer- fA 


~, 


| Forward spread 


“| necessar 


i The eastern boundary of the central front i is j 
| the eastern border of West Germany south | 
| of the Elbe River, covering roughly 500 i: 


| miles of the. 550-mile inner-German border. 


| Somewhat artificially, the small bit of West | 

| Germany north of the Elbe, the province of | 
| Schleswig-Holstein, is part of NATO's north- | 

| ern region, but there is no doubt that the | 
{ central-region. forces would fight there, if | [0 
, with whatever help they could i w pons 


| get from t the Danish army. 


NATO lines of logistic sappan: ran ton 


the French Atlantic ports, mainly La 
Rochelle and St Nazaire, across France to 
the central front. Now they run from 
Antwerp, Rotterdam and even Bremer- 
haven, all dangerously close to the West 
German frontier and all involving a few 
days’ extra steaming in dangerous waters 
for ships coming from North America. 
Besides being deprived of the French 
lines of communication, NATO also lost 
access to French airfields, which some 


observers believe was the most damaging i 


blow of all. A substantial part of the 
American air force in Europe used to be 
based in France, Although some of the 


airfields it used are still in existence, 
many of them are no longer equipped to 


operate modern jet fighters or to receive 


the huge American transport aircraft 


bringing in reinforcements. 

When the French decision was imple- 
mented, headquarters were moved and 
high commands realigned. The command 
of all forces on the central front, previ- 
ously held by France, went to a West 
German general, who set up headquar- 
ters in a worked-out coal mine at Bruns- 
sum in Holland. And Nato felt obliged to 
reconsider its strategy. 

When French territory had been avail- 
able to the alliance, NATO had plenty of 


room to fall back and manoeuvre, giving - 


its commanders a number of military 
options. However, „for many reasons, in- 


‘several complicated asons why NATO 


sions were taken, but it be 


“France pulled its forc 
‘command. And no gor 





- weapons at. 
„tence will be cranked up to whatever it 


_if they shoulc 


Germany. | Poland, o 


ik bi cluding the wish to save money by fielding 
inadequate conventional forces, it chose 
to deny itself those options. The strategy 


in those days was. known as “trip-wire”: 
keep. enough n men Frigai particu 





were ‘killed as soon as the Gest scrap of 


| | territory was lost and then blast Russia 





But when th Frénch. territory v was for 
most. purposes lost, : the alliance immedi- 
ately switched to a less automatic strate- 
gy. which has become nown as ‘forward 
jle. response”. There are 









decided on flexible response just when it 








| had lost the manoeuvring room in which 
7 it could have responded flexibly. 


The most important was the political 


position of West Germany, At had not 


even had an army when the ‘early deci- 

| ecame the mor* 

European member whe 

out of the NATO 

ment of West 

Germany could agree to any strategy that 
volved voluntarily sacrificing part of its 
tory. But, ied none basal agree $ 

hat 






important 








y; st Ger 
defended as far forward 
u instead- of using nuclear 
utset, the level of- vio- 


as possible. 


takes to stop the attack and restore the 
frontier. 

Defending is what NATO. is all about, 
and no matter what strates Es adopts, this 
fact gives the enemy 
Warsaw pact gener: 
will not strike 











that even 
be defeated ir 
thing more thar 
y seized in the first place. 

he view of some observers, this knowl- 
edge, conveyed i in speech after speech by 
NATO generals and. political leaders, is 







the west th 


‘one of NATO’s weaknesses, and one which 
- may, according to one eor, even invite 


attack. 

Not quite. Saying that NATO will not 
attack first is not the same as saying that 
NATO will not attack at all. It would. In 
the first few hours after any Warsaw pact 
invasion, it would strike airfields in East 
PEANT and 




























astern Euro- 


pean allies is not certain, but it is clearly 
something the Russian commanders wor- 
ry about. 

Under NATO’s flexible-response strate- 
gy, nuclear weapons would not be the 
‘first, knee-jerk response, but the last 





resort: to be used when, and only when, 
conventional defence had failed and it 
became clear that nothing else would stop 


‘the Warsaw pact forces from overrunning 


West Germany and perhaps all of West- 
ern Europe. 


lf deterrence fails .. . 


There is a further line of defence 


It cannot be said too often to NATO’s 
politicians, soldiers, sailors, airmen and 
voters that deterrence must not fail, and 
that if they screw their courage to the 
sticking place it will not fail. But courage 
means more than the will to face the 
enemy with conventional forces. It also 
means the political will to deploy and 
preserve ground and air forces strong 
enough to stabilise the front in three or 
four days. Further, it means the courage 
to keep nuclear weapons at the ready: 
tightly controlled but available for use. 

At the moment the central front has 
plenty of nuclear weapons, more in fact 
than it needs. Many are being withdrawn 
as the result of a NATO decision taken in 
1983. This was at least a partial acknowl- 
edgment that the alliance had over- 
stocked its nuclear cupboard and was 
paying a heavy price both in risk and in 
the forces devoted to guarding them. 
Three years ago one senior NATO general 
estimated that the equivalent of an entire 
division of troops was tied down guard- 
ing, Maintaining and transporting nuclear 
weapons in Western Europe. Moreover, 
many combat aircraft that could drop 
conventional bombs on tanks attacking 
frontline NATO troops seem certain to be 
held back from the fighting just in case 
they are needed to lug nuclear bombs, 

All the air forces on the central front, 
except Canada’s and Luxembourg’s, have 
nuclear bombs, and NATO has prepared a 
master targeting plan for using them. 
France and Britain have their own, which 
are under national control. (Technically 
the British weapons are committed to 
NATO and the French ones are not, but 
the British ones could physically be 
launched without NATO approval.) The 
United States supplies nuclear bombs to 
West Germany, Belgium and Holland. 
(Holland is soon to give up the task of 
carrying nuclear bombs on its F-16 fighter- 
bombers, in return for its acceptance of 
nuclear-tipped cruise missiles on its terri- 
tory.) The American bombs remain un- 
der American custody. Specially trained 
teams of Americans guard the weapons 
on the airfields of these countries and will 
- release them only if they receive national 
authorisation to do so. 

Thus, for, say, West Germany to 
launch a nuclear strike, it would be neces- 


sary for the European NATO commander 
to secure release orders from the NATO 
council, on which West Germany would 
be represented, and for the United States 
separately to release the weapons for 
NATO use on the West German aircraft. 
To ensure they are not released without 
this authority, there is the “two-man 
rule” requirement that two people, sepa- 
rately and independently, must verify the 
coded release orders at each step in the 
process. The procedures are practised 
frequently. 


Nuclear deployment 


The ground-force and air-defence nuclear 
weapons are all American except for the 
warheads on the French Pluton missiles. 
These battlefield weapons include 155mm 
artillery shells, 203mm (eight-inch) artil- 
lery shells, warheads for the Lance mis- 
siles and warheads for the Nike Hercules 
anti-aircraft missiles. Until recently there 
were also nuclear land mines on the 
central front, but these are now being 
withdrawn. 

All the main armies on the central front 
except the French use the same 155mm 
and 203mm artillery, and nuclear shells 
for them are stocked in all corps areas, in 
American custody. The storage of these 
shells presents a special problem: there 
must be enough sites along the front, and 
they must be close enough to the front, so 
that the weapons will be available quickly 
if they are released to stop a disastrous 
breakthrough, but not so close that they 
might be overrun, and this part of the 
deterrent lost, in the first few hours of a 
war. The problem has not been solved: a 
dozen or so of the sites are within 100 
kilometres of the border. 

The Nike missile sites present a differ- 
ent problem. Each site (except one which 
uses only conventional warheads) has its 
own nuclear warheads, so there is no 
need to haul them about once the war has 
started. However, the locations of the 
Sites are known precisely to the Russians, 
and these sites would be prime targets for 
attacks by Russia's special forces. 

The Lance missile batteries—operated 
by the United States, Germany, Britain, 
Belgium and Holland—would bring all 
their nuclear warheads, in the custody of 
their American minders, along when they 
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Lance of the last resort 


took to the field in wartime. These units 
pride themselves on their ability to hide 
from enemy reconnaissance forces, so 
that their security problem is slightly less 
severe than that of the artillery 
ammunition. 

The value of the battlefield nuclear 
weapons lies mainly in their ability to 
obliterate substantial concentrations of 
troops, even heavily armoured ones, with 
a single shot. The Lance missile can reach 
out nearly 70 miles with a ten-kiloton 
(equivalent to 10,000 tons of TNT) blast. 
The 155mm gun can fire a 0.1 kiloton 
shell about 11 miles; the 203mm gun can 
fire a similar charge or a 12-kiloton one 
over a range of about 15 miles. Even if 
these weapons are never used, their pres- 
ence makes heavy concentrations of 
ground forces inviting targets. So the 
Warsaw pact generals have to plan to 
concentrate their forces at short notice, 
one of the most difficult manoeuvres of 
all. Although the Warsaw pact need have 
little fear that its first attacking concentra- 
tions would be struck by nuclear artillery, 
there is little doubt that, if a break- 
through occurred, NATO commanders 
would be asking for authority to start the 
first nuclear war. 

A Russian success on the ground might 
therefore lead to full-scale nuclear ex- 
change between the superpowers. So the 
current NATO strategy rests ultimately on 
the idea of nuclear retaliation, just as the 
earlier one did. The difference is that 
NATO now recognises that it might not be 
willing to fight a nuclear war for a single 
square metre of West Germany, or to 
resist a territorial claim of the sort Hitler 
made against Czechoslovakia in 1938. 
But there is no doubt that, today, NATO 
would fight a conventional war to pre- 
serve its territory from any sort of “‘sala- 
mi-slicing” by the Warsaw pact. It is 
therefore the conventional forces of 
NATO, and especially those on the central 
front, that make the idea of a nuclear 
deterrent credible. 
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about 54% are 15. 
| The main combat units are- organised 
{into 36 brigades, all fully manned, form- 
{ ing 12 divisions and deployed in three 
= main army corps..In addition, the Terri- 
torial Army, made up mostly. ofr reserves, 
- is charged with support and rear-area 
a defence. Two of its Home Defence bri- 
es are fully manned and for all practi- 
poses part of the Field Army. 

‘the three German corps are 
to the Central Army Group and 
he northern one. The Second 





“to: cover. “Much. of this region is 
emely mountainous, but it also con- 
s a classic invasion route, the Donau 
(Danube) river valley leading in from 
Austria (map 2). This corps is composed 
of one armoured division, one mechan- 
sed. division and the mountain division 
; p of one armoured brigade, a 
jne and the mountain bri- 
gade). It also has a fully manned Home 
Defence brigade, -with the same number 
of tanks as an armoured brigade, at- 





-division is also attached to this corps, 


_be broken up and its three. brigades 
| assigned individually. 

Next in line from south to north are 
two American. corps, the Seventh and 


i the Fifth. TI è Seventhi is made up of one 








and the First Infantry division (which has 
only one brigade in West Germany, the 
_ other two being dual-based and located 

in the United. States). The Fifth Corps 
has one full armoured division and one 









onth conscripts). 


tached to it. The one German airborne. 


_ although in- wartime it would probably 


aeroplanes. But NATO aircraft have. Te- 
peatedly demonstrated much higher sor- 
tie rates in intensive exercises than the 


Warsaw pact forces have ever attempted. = 
Being on the defensive itself has some. 


advantages. Military analysts generally 


_ concede that an attacker needs a substan- 
tial superiority to break through. Oceans 
of ink have been devoted to the precise 
ratio that an attacker must have: three-to-_ 
one is the widely accepted one. Clearly 


the Warsaw pact does not have that sort 


of numerical advantage. It could ı muster 


ml > battleline 


O he seven í (eight counting Diken as 


- mechanised one in place. It has another 
~ entire dual-based division earmarked for. 








; it. Each of these two corps hasan sever 
e armoured cavalry regiment assigned to. } 
e it plus three artillery brigades. © 


_The northernmost corps in the Central 


a ‘Army Group is the Third German, com- 


__ posed of two armoured divisions and one 


- mechanised one. It has the narrowest 


-only by mak in widespread t troop inete- 


ments, and that would provide NATO the 
‘thing it needs above all others: warning 
time. 

There - are two reasons why warning 
time is so important to the central front. 
First, many of the troops and aircraft the 


i NATO commanders count on are not at 


hand: They must be brought across the 
water from the United States and Britain, 
and this takes time. Second, most of the 
troops. that- are on the continent are 
stationed some miles away from their 
planned forward defensive positions. 
Thus it is essential to get moving early. 

To try to make everything happen on 



























which two are made. up. of reserve: pe 
oops). W is reinforcement 
ear of the corps area 
ered to move, 
e troops need 
‘be brought up | 





if the British is the 








rst German Corps, the 9 f- 
of all nt the central front. tis of. 


armoured | divisions a 


sector to defend in this group and the he: 


_. shortest distance to go to reach its defen- b 
sive positions. One of its armoured divi- wh 
sions would be assigned to the American 


| Fifth Corps at the outset. 


Up north 

The Northern Army Group is more 
complicated because there are more 
countries involved. The sector just to the 
north of the German Third Corps is 
assigned to the First Belgian Corps. This. 
corps consists of only two divisions, 
which have only two brigades each; but 
only the corps headquarters, some com- 
bat units assigned directly to the corps 
‘commander and one of these divisions 
(about 28,000 men all told) are actually 
on the ground in West Germany. The 


idea is that the other division, based in ntire centra 
Belgium, plus some reserves, would | 
move forward to fill out the corps to | 


about 62,000 men in time of crisis, The 
regular forces in Belgium would have tò 
move some 200 kilometres to their de- 
fensive positions. Whether this- corps” 
could be constituted in good time has for 
years been one of the great worries of the 
Northern Army Group commander. 
North of the Belgian corps is the First 
British Corps, one of the main combat 
forces. It consists of three armoured 
divisions, two of which have three ar- 
moured brigades each; the other has one 


armoured and one ‘airmobile - “brigade. : ; 


plus 19 Infantry brigade which is actually 
based in Britain. This corps totals just 
_ over 55,000°men, and would be rein- 
forced in times of crisis by the Second. 


i Infantry division (of three brigades, of ae 


mect inised sions of three brigades. - | 
„each but nly ¢ one e brigade, one recon- 








West Oe he 
manned beatan g 







ie e weakest link on the 
.. It consists of two 


troops (some 5.500 men all told) arein 
West. Germany. Even the corps head- 
quarters is in Holland. There is no way 
this single brigade could- defend the 
Dutch sector with its 60 ee, front- 
























which ear pained sat will 
e. At the lowest level, which can 
mented by the military authori- 
ne; some ammunition can be pre- 
red, troops called back to barracks, 
vehicles fuelled, maintenance performed 
„and stockpiles built up. In fact, the NATO 
. European commander can on his own 
~ recall.some of his dual-based troops from 
the United States without political au- 
_ thority (though whether he would dare do 
so- ina time. of tension without at least 
me- sort of informal political approval 
eems doubtful). 
ne units, such as the screening units 
ing the border, can be moved, but the 
main movements, such as starting a corps 
‘on the way to its defensive positions, 
cannot take place without the approval of 
‘ATO's governing political council. Solid 
es that movements by the Warsaw pact 
yrces are a prelude to invasion would 
4 Imost certainly come in good time. The 


i great fear, shared by NATO generals ofal 
< nationalities, is that the political leaders: 


would waste time fretting about appear- 
ing provocative and withhold authority to 
make some essential movements until it is 
too late... 

“Map 2. below shows the peacetime 


locations of the main NATO and Warsaw 


The central front 


SWITZERLAND _ 


Balance of ground forces 
NATO' Warsaw pact? 


| Divisions 394 48 


1,034,000 
9,700 
3,400 


Troops 

Tanks 

Artillery 

(105mm and larger) 


| ‘Figures include all active-duty ground forces of | 
| Belgium, Holland, Luxembourg, France and 
West Germany {including the German units in | 
| Schieswig-Holstein assigned to the northern 
NATO command) plus British, American and | 
| Canadian troops deployed in the central region. | 
| Equipment totals do not include American 
weapons pre-positioned for units located in the | 
| United States: the personnel total does not | 
| include West German border guards or French 
| or Belgian gendarmes; it does include the Dutch | 
| military constabulary. 
| “Figures include all active-duty soldiers and the 
| fully manned units of Poland, Czechoslovakia | 
| and East Germany plus the Russian troops | 
nda in those countries. | 


975,000 
14,000 
6,900 


pact forces on the central front. Both are 


oriented to some extent to the traditional- 
invasion routes, dictated by the terrain. 


However, an important factor in the 
location of the NATO forces was the avail- 
ability of barracks and storage sites at the 
end of the second world war, and the 


locations of these things bore no relation 


to a threat from the east, which was 


hardly considered at that time. Then later 


on the Dutch and the Belgians decided to 
move large numbers of their committed 


@Pornan 


forces home to save money. 
The result is that many of NATO’s front- 
ha sl are a he : ble from ape 


20 through mount: i 
terrain which could 


ly if there were la 
refugees om the 
south, the great 


division would 


which could 


 siäns destroyed 
commanders ¢ 
. ployment to be 


the strategic one 
American. corps. 
smaller British 3 


Comm and structu re 


The central region is divided into ‘two 


command sectors. The Northern Army: 
Group is always commanded by a British. 
soldier. currently General Sir Martin 
Farndale, who also commands the Britis 
army in Germany. The southern forces 


POLAND 


Peacetime en of main fighting units 


NATO 
AUSTRIA 


WME Divisions [C] Brigades 


Arm Armoured Mech Mechanised Tank Armoured MR Motor niies - 


. Cius> Corps areas 


ersew pact 
Bas Divisions [| Brigades. 


<i Probable invasion corridors 


Note: Numerical designations of units in Poland and Czechoslovakia change 
frequently and have been omitted. 
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confusingly called the Central Army 
Group (not to be confused with the 
central region, the central front and its 
hinterland, of which this army group is a 
part), are commanded by the American, 
currently General Glenn Otis, who also 
commands the American army in Eu- 
rope. In peacetime all the national forces 
(with a few exceptions, notably the air- 
defence forces) are under national con- 
trol. But at one of the alert stages all the 
earmarked national ground forces—the 
main army corps shown on the map, 
along with their reinforcements—would 
leave national control and report to one 
of these two officers functioning in his 


NATO role. 

The air forces are similarly organised. 
Those in the south are known collectively 
as 4 ATAF (Fourth Allied Tactical Air 
Force) and are commanded by a German 
Luftwaffe general; in the north, 2 ATAF is 
commanded by a British air marshal. 
These two officers report to the central- 
front air commander, COMAAFCE (Com- 
mander Allied Air Forces, Central Eu- 
rope), who would co-ordinate all air 
operations on the central front. He and 
the two army group commanders report 
to a German army officer, currently Gen- 
eral Leopold Chalupa, who commands 
the entire central region, 


The worst possible case? 


An attack on the central front could come with only a few hours’ notice. Even 
so, NATO forces would have a fair chance of stopping it if they got political 


authority to start moving early 


If the Warsaw pact decided to invade 
Western Europe from a “standing start”, 
perhaps with the first movements of its 
armies and air forces disguised as an 
exercise, both sides would be obliged to 
start fighting with the forces that are now 
in place—before reinforcements could ar- 
rive from Britain and the United States, 
and maybe before the Belgians and the 
Dutch could get their armies moved into 
place. Such a short-notice attack is proba- 
bly the most dangerous possibility for 
NATO. 

Its commanders might have as little as 
48 hours’ notice. In this time they could 
do little more than put the alert system 
into high gear to get their reinforcements 
on the way, begin moving the troops in 
Germany forward towards their defensive 
positions and put the aircraft on full alert, 
including keeping some fighters in the air 
at all times. It would probably take at 
least three days to get all the front-line 
defensive forces properly in place. This is 
why it is vitally important not to delay the 
political authorisation to start moving 
troops and equipment. 

In such an immediate assault, the NATO 
forces would be outnumbered, but not 
overwhelmingly so. And they would be 
fighting a defensive battle on terrain they 
are familiar with and within a population 
that is friendly, a factor that is too often 
discounted. 

The central front is firmly anchored on 
its flanks. So, the Warsaw pact would 
have to try for a breakthrough. It has two 
main options. It could carry out a number 
of probing attacks along the border in the 
hope that one of them would find a soft 
spot that follow-on forces could exploit. 
Or it could fight deceptive pin-prick ac- 
tions along most of the border and con- 
centrate overwhelming force at one or 


two points in the hope of making a 
breakthrough there so that it could punch 
through a specialised force, called an 
Operational Manoeuvre Group (OMG), 
into NATO's rear area to disrupt its logis- 
tics. attack its combat forces in the rear, 
or perhaps merely set up strong defensive 
positions that would force the NATO com- 
manders to divert combat forces from the 
front line to deal with them. The Warsaw 
pact forces have experimented with OMGs 
of various sizes, some several divisions 
strong. This second option would seem 
the more dangerous for NATO, but it 
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would also take longer to organise and 
thus provide not only more warning time 
but also a clear indication of where the 
main attack would come. 


Armoured clash 


The main battles, when they came, would 
be armoured clashes, pitting biggish tank 
units against each other, with both sides’ 
formations being supported by infantry 
(mostly carried in armoured personnel 
carriers mounting fairly heavy weapons) 
and self-propelled artillery. Both sides 
would make maximum use of helicopters, 
both those mounting anti-tank weapons 
and the troop-carrying sort, that could 
insert light infantry units, armed with 
anti-tank missiles, into key spots on short 
notice. 

Although NATO is likely to be outnum- 
bered in all these vital ingredients, it will 
have two advantages. The first is mobi’ 
ity. The Warsaw pact forces can pick th 
time and place to invade, but NATO's 
heavy forces are highly mobile and with 
luck can arrange to fight their main bat- 
tles from good firing positions on the 
terrain and maybe even at the time of 
their own choosing. Because of their 
superiority in night-vision devices and the 
specialised training required to use them 
properly, this would probably be at night. 

The second principal advantage NATO 
has is that its tanks are streets ahead of 
those of the Warsaw pact. The German 
Leopard-2 (which is also operated by the 
Dutch) is probably the best of the lot. It 
has the best gun-aiming system in the 
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A Westland Lynx has just beaten the world absolute speed — 
record for any helicopter. The record is a direct result of 
an exciting development p programme of revolutionary rotor 
blade technology in which Westland is the world’s leader and 
which should lead to significant export business. Dramatic. 
improvements in blade profile design and composites 
technology i mean much more than the obvious benefits of 
high speed, t 
virtually eliminate conventional maintenance problems ad 
costs. They can also improve existing helicopters by retrofitting 
the new blades. Such technology is one example of Westlands 
) F helicopter and other defence equipment 
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Plotting a strike 


world, a hard-hitting 120mm gun and a 
huge speed advantage over any tank the 
Warsaw pact has. The American 
Abrams, powered by a gas turbine, ts 
even faster. Britain’s Challenger is slight- 
ly less modern than these two in some 
important respects, but it also carries a 
120mm gun and is about as fast as the 
Leopard-2. 

All three of these steel fortresses are 
protected by laminated-composite ar- 
mour—the Challenger has more of it than 
either of the others—which would ward 
off most hits made by anti-tank guided 
missiles, On the other hand, most Rus- 
sian tanks can easily be knocked out by 
such weapons fired by NATO forces. 

In the air-versus-tank battle, NATO ts 
less well off (although superior armour 
would protect the main tanks from most 
helicopter-fired missiles). Warsaw pact 
forces are well protected by ZSU-23 rap- 
id-firing anti-aircraft cannon mounted 
on tracked vehicles, plus a whole array 
of anti-aircraft missiles ranging from big- 
gish mobile ones to the small, hand-held 
SAM-7s. NATO's helicopters and close- 
support aircraft, such as the British Har- 
rier and the American A-10, would have 
a hot time attacking enemy armoured 
units. 

On the NATO side, all armies have 
hand-held missiles, but only West Ger- 
many has a modern, balanced anti-air- 
craft system. This is composed mainly of 
the Gepard machine-gun tank and the 
Roland all-weather anti-aircraft missile, 
mounted on a tank chassis. Belgium and 
Holland also operate the Gepard. The 
United States makes do with a combina- 
tion of the Vulcan Gatling-gun and some 
heat-seeking (not brilliant in bad weath- 
er) Chaparral missiles. Both systems are 


D 


rapidly becoming obsolete, but the Unit- 
ed States cannot bring itself to the obvi- 
ous solution: buy some workable Europe- 
an equipment. Britain has a few Rapier 
missile systems mounted on tracked vehi- 
cles and some towed ones, but most must 
be optically sighted: there are only a few 
radar attachments which enable these 
missiles to be aimed at night or in bad 


' weather. And the British have no anti- 


aircraft automatic cannon few 


elderly 40mm ones. 


Gas alert 


The Warsaw pact forces might employ 
chemical weapons to secure a quick 
breakthrough. The Soviet leaders are 


Sdve a 


clearly worried about the implications of 


using nuclear weapons, but seem to be- 
lieve poisonous chemicals are legitimate, 





The poison has to be washed away 


despite the fact that their country has 
signed a convention promising never to 
use them first. 

Generally speaking, NATO forces are 
well provided with protective clothing, 
and would probably come through any 
gas attacks in fighting shape. But they 
would take casualties, and their efficiency 
would suffer from having to fight in 
cumbersome and restrictive clothing. The 
Warsaw pact forces would be wearing it 
too, at least at the outset, as a precaution 
against their own chemicals and in antici- 
pation of a chemical counter-attack. 

They would actually get the worse of 
the restrictive-clothing trade-off, because 
their protective suits are made of imper- 
meable material, so that they are much 
hotter and more debilitating than NATO's. 
However, the main battles will be on 
NATO territory, and NATO's civilians have 
no protective clothing. Moreover, some 
NATO forces are heavily dependent on 
civilians. For example, civilian techni- 
cians do all the maintenance work for 
their AWACS airborne early-warning air- 
craft at Geilenkirchen. 

Because their protective clothing ts so 
troublesome, the Warsaw pact soldiers 
could not be expected to keep wearing it 
for long unless forced to do so. It would 
therefore be important for NATO to be 
able to launch (or threaten to launch) its 
own chemical attacks as soon as possible, 
in order to keep them buttoned up. The 
Americans have chemical weapons stored 
in West Germany, but there is every 
indication that it would be difficult to get 
political authority to use them. However, 
time would be essential: a few days—or 
even hours—in which NATO troops were 
under gas attack but the enemy forces 
were not could make all the difference to 
the way the battle went. 

Field works, including anti-tank ditch- 
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OPPORTUNITY: Not even the sky's the limit 
for aerospace technology. 
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landing gear for most of the free world’s aircraft. 
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One exclusive feature of the PW4000 
is full-authority digital electronic 
engine controls (EEC). 

We've proved EEC advantages on 
commercial and military aircraft for 
more than 16 years. This “set and 
forget” control saves fuel, lowers 
maintenance cost and reduces pilot 
workload. And its reliability keeps 
your aircraft in-service and on-time. 

Proved EEC. Another long-term 
advantage of owning PW4000 engines. 


M UNITED 
AE TECHNOLOGIES : 
IRATE R TN ENY, 


henna t ee Re 





How Airbus and Ariane have put 


new heart into our technology. 
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Aerospatiale is proud of its cooperative 
ventures in aeronautic and space programs: 
Concorde, Airbus, the Ariane launcher, our 
Exocet missile systems, not to mention our 
helicopters where we're the world’s leading 
exporter, or satellites like Meteosat and 
Arabsat. 

Successes like these are more than a 
demonstration of Aerospatiale’s dedication 
to excellence and our mastery of advanced 
technologies. They also show our ability 
to successfully co-operate with our partners. 
In Europe, in America or anywhere else 
in the world. 

The artificial heart Vou see here works 
almost like the real thing. It's a spin-off 
of technologies we use everyday. Like 
computer assisted design, micromechanics, 
and composite materials. In fact, we think 
of it as the offspring of Concorde, Ariane 
and Arabsat. 

Aerospatiale is proud to play an important 
role in medical research. We're equally 








proud that it’s done in partnership with Saudi 
Arabia. At Aerospatiale, innovating means 
sharing, 

And that’s what makes us special. 


thats special.thats aerospatiale. 





es, could also improve NATO’s chances of 
holding the line long enough to get its 
essential reinforcements in place. The 
strategy of forward defence seems to cry 
out for fortifications. But there are none. 
There are two arguments against them. 
Some people believe they are worthless. 
This is the psychological legacy of the 
Maginot Line. But this line was never 
breached, and it did channel the German 
advance around it in 1940. The problem 
was not the line but the failure of the 
French army to take advantage of it. 

But the telling argument against field 
works, which could include pleasant for- 
ests and ponds as well as ugly ditches and 
pillboxes, is that the West Germans do 
not want them. To them such works too 
closely resemble the hated iron-curtain 
fence separating the two Germanies, and 
it is unlikely any West German govern- 
ment would agree to them, at least within 
the next ten years. 


Screening forces 


The Warsaw pact attacks, wherever they 
might come, would first be met by NATO 
screening forces, which operate close to 
the border in all corps areas, although 


they are constituted differently in the 
national armies. The Americans use their 
two armoured cavalry regiments for this 
purpose. Formations of about 5,000 men 
each, mounted in tanks and armoured 
personnel carriers and supported by self- 
propelled artillery, these powerful and 
highly mobile units are designed not only 
to detect enemy attacks but to blunt them 
by forcing the attacking columns to leave 
the ideal routes of advance, deploy, stop, 
dig in and fight before they have ad- 
vanced very far. 

The British corps has two reconnais- 
sance regiments assigned for screening 
forces; West Germany has an armoured 
reconnaissance regiment attached to each 
division; the Belgian corps has three 
reconnaissance battalions, and the Dutch 
have one. 

Then there is the 20,000-strong West 
German border police force, a highly 
professional service equipped with small 
arms, light armoured cars and helicop- 
ters. Although it could not fight as effec- 
tively as the heavily armed and specially 
trained cavalry and reconnaissance units, 
it would nevertheless be a useful addition 
to the screening forces. 


Would it were dark and the 
French would come 


There are extra cards in the pack 


Once the battle was joined, the central- 
front commander might well echo Wel- 
lington’s hope, at Waterloo, that the 
Prussians—in the shape of their contem- 
porary equivalent—would come. With 
good tactics and hard fighting, NATO's 
screening units could force a Warsaw pact 
attack to go off at half-cock, giving NA- 
TO’s heavy units time to get to their main 
defensive positions. But it is possible that 
within a few days a determined assault 
would see Russian, East German and, 
maybe, Polish and Czech forces deep into 
West Germany. Close on their heels 
would be follow-on units to try to turn the 
battle even more their way. The fight 
could well be decided by which side could 
get extra troops into action faster. 

On the NATO side there are precious 
few mobile reserves ready for battle. The 
Central Army Group in the south is 
slightly better placed than the northern 
one, The mingy Canadian contribution to 
the central front land forces—a single 
4,000-man mechanised brigade of three 
battalions tucked into the south-west cor- 
ner of Germany—is a long way from the 
front. However, it is highly mobile and 
might well be of some value in plugging a 


gap. 
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But the main hope of the Central Army 
Group, if a breakthrough occurred in the 
first two or three days of fighting, would 
be that the French army would join in. 
Although even in war the French forces 
would remain under national control, 
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there is every reason to believe that they 
would fight alongside those of the other 
NATO allies. The French army’s Second 
Corps, a 48,000-man formation consisting 
of three armoured divisions, is deployed 
inside West Germany along the western 
border, in the Central Army Group area. 
It is as well trained and well equipped as 
NATO forces generally, although its tanks, 
the AMX-30, are markedly inferior to the 
other first-line NATO tanks (but much 
better than the Russian T-55 which is still 
the mainstay of the Warsaw pact forces). 
It is an extremely powerful mobile re- 
serve force which could easily be engaged 
on day two or three. 

In the north there are few reserves. 
Belgium and Holland have hardly any 
regular forces besides the corps that each 
has committed. The main mobile reserve 
force in the north is the American Third 
Corps, which has one brigade of its Sec- 
ond Armoured division stationed in Garl- 
stedt near Bremen. The remainder of this 
corps—the other two brigades of the 
Second Armoured division, plus the First 


Cavalry and the Fourth Mechanised divi- — 


sions—is dual-based. Its equipment is in 
place in the Northern Army Group area 
and with luck its men could be flown over 
and be in West Germany within about 72 
hours. 

But one partly constituted American 
corps is hardly an adequate mobile re- 
serve, particularly if a breakthrough oc- 
curred when its dual-based brigades were 
still in the air or drawing their equipment 
from their dumps. Here, too, the French 
could prove to be the salvation of the 
central front. 

The French army recently shifted the 
headquarters of its Third Corps to Lille, 
just on the western border of Belgium, 
where it would be ideally placed to oper- 
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these back-up echelons, could go a long 


- way towards solving this problem. 


The technological innovations consist 


of: advanced reconnaissance equipment; 


computer-driven evaluation centres, 
called fusion centres, where information 
from many sources can be synthesised 
almost instantaneously; and long-range 
“smart” weapons that can find and attack 
the targets located by the combination of 
the two. The various technologies for 
such systems, known collectively as FOFA 
(follow-on forces attack), have been 
around for several years, but so far NATO 
has failed to produce a workable system. 


One reason for the delay is that there is | 


literally a surfeit of technology. NATO 
countries have too many competing gad- 
gets, and there is always the belief that 
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If the front could be stabilised in three or 
four days, or if the Warsaw pact force 
chose not to attack from a “standing 
start”, but mobilise for a period before 
striking, the following deployments 
would take place. Within about. two 


weeks of the political go-ahead, which 


could be given in peacetime as well as in 


wartime, the Americans would move all 


their dual-based units to Germany, rais- 


ing their ground forces from some 5} 


divisions to nearly 12 and their aircraft 
squadrons from 28 to 34. West Germany 


would call up reserves and build up: its 
-army rapidly to more than Im. Within a 
| week Britain would move its Second 
the advance could be stopped—and ; 
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Division and 19 Brigade plus some re- 
serve units into the Northern Army 


Group; within a month the First British 
| | Comps would double in size. The French 
would begin to reinforce their forces in 
be north-eastern France, ready to act as the 
-main mobile reserves for the central 
- front: The Soviet. Union would begin. to. Inst 
move the 11 fully manned divisions in its anc 
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force faster than the Warsaw pact in the. 
first four-five days; up to about 10-14 days- 
the Warsaw pact would start to catch up, 
mainly by drawing on the Polish army and 
the Russian army in the western districts 
of the Soviet Union. If both sides suffered 
the same numbers of casualties, NATO 
would become increasingly outnumbered 
between 30 and 90 days, when all its 
regular and reserve units would have 
been brought rward to the central front 
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Rolling forward 


and firepower among the many units that 
would be engaged by reducing them 
nathematically to the common denomi- 
yator of “‘armoured-division equivalents” 
(ADEs). His figures show that on day five 
NATO would be outnumbered only by 
about 1.1 to 1 ADEs; 1.2 to 1 by day 14 and 
no more than 1.9 to 1 at any time in the 
first 90 days. And these figures assume 
proportionate losses for the two sides. 
But if NATO could hold the front, it would 
almost certainly inflict much highér casu- 
alties on the Warsaw pact armies than its 
own forces would suffer. 


Beans, bullets and 
black oil 


However well the NATO troops might 
fight, they cannot do so without the 
“beans, bullets and black oil”. In NATO, 
logistics is entirely a national responsibil- 
ity, and for years the alliance as a whole 
did not care much about the matter. 

Oil is the least of the problems. In one 
Mf its wiser decisions, NATO set up a 


~ pipeline system of its own—much of it 


through France—years ago, and it still 
operates effectively (map 3). But by the 
late 1970s a lot of the bean and bullet 
storerooms were half-empty, and many of 
them were a long way behind the forward 
defence zone. (The perceptive reader will 
remember that, about this time, it be- 
came fashionable for defence ministers to 
talk about “improving the tooth-to-tail 
ratio”, which meant cutting spending on 
such supplies and support forces needed 
to sustain the battle.) 

Then the alliance as a whole started a 
drive on “sustainability”, and individual 
countries began pumping millions into 
getting the logistics train up to the same 
standard that the front-line forces were. 
The millions have done wonders, but the 
problem has not entirely gone away. Nor 
is it ever likely to. 

New technology is the main culprit. 
The NATO goal is 30 days’ worth of 
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everything. The spending effort has 
helped with many low-technology weap- 
ons that have been around a long time. 
For example, there was at one time a 
shortage of ordinary aircraft bombs; now 
there are enough (based on estimated 
usage rates, which are always suspect, for 
all recent conventional wars have used 
more ammunition than anybody imag- 
ined they would). However, as new weap- 
ons come into service they bring with 
them a 30-day “shortage” of ammunition. 
And much of the new ammunition is 
horribly expensive. The worst shortages 
today are in guided missiles, particularly 
the air-to-air ones; even the cheap models 
cost many thousands of dollars a shot. 
The other main problem, transport, 
has improved enormously. Most of the 
reinforcement supplies will come from 
the United States, and the lines of com- 
munication all run through West Germa- 
ny. The West Germans have assigned 
90,000 Territorial Army reserves to help 
move and guard the stuff as it comes, a 
much more cost-effective arrangement 
than keeping active-duty American sol- 
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diers in Germany to do so. 

If war came to the central front, NATO 
would probably try to open up the supply 
routes through France again. In a long 
war that would be a great help: it would 
be shorter—ships would save two days by 
not having to go up the Channel—and the 
supply routes would be farther away from 
Warsaw pact air bases. No doubt there 
are detailed plans drawn up to set up 
these routes again (although there is no 
arrangement for the French to provide 
the same sort of trucking assistance that 
the Germans will) if the war looked like 
continuing more than a couple of months. 

But sustaining a big conventional force 
in a big war may be an even greater 
problem for the Warsaw pact than for 
NATO. Its combat forces are not organised 
for long-term combat as NATO units are. 
Its doctrine calls for a quick victory: each 


division would fight until it was exhaust- 


ed—perhaps as little as 48 hours—and 
then, in the earthy words of one Ameri- 
can general: ‘They'll drag it in the weeds 
and bring on another.” 

If there were no lightning victory, if the 
battle ground to a halt as NATO would try 
to make it do, the Russians would have to 
start providing sustaining support—am- 
munition, food, spare parts, replacement 
equipment, repair service and so on— 
most of it directly from the Soviet Union. 
Such support would have to start coming 
early, because the Warsaw pact divisions 
have so little back-up of their own. But 
even when it came it would be trouble- 
some, because they are not well organ- 
ised, trained or equipped to keep it flow- 
ing to small units in the field. 

Most of this support would have to 
come across Poland and East Germany 
over roads and by railways that would 
have been heavily attacked and which are 
nothing like as good as West Germany’s 
to start with. How much help—or hin- 
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drance—the Poles in particular might 
offer is not known to anyone, but under 
the best assumption (for the Russians), it 
is unlikely to be a fraction of what the 
West Germans plan to provide to the 
American re-supply efforts. 

Most of the Russian divisions in the 
western part of the Soviet Union are only 
partially manned, Before they could be 
committed to battle, enough fillers—re- 
serves or men from other units—would 
have to be mustered and transported, and 
the divisions trained as units. Then they 
too would have to come forward along 
the same routes, and they too would have 


No place to hide 
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to be supported when in place. 

After 90 days, both sides would begin 
to receive inactive reserves that had been 
called up, plus freshly trained conscripts. 
However, new soldiers must be 
equipped. In the early days of this phase 
of mobilisation, the Warsaw pact forces 
might be able to move a bit faster, 
because they have more equipment stock- 
piled than NATO does (although much is 
out of date and may be in need of 
maintenance). But in a long conventional 
war there is no doubt that the population 
and industrial capacity of NATO could 
overwhelm the Warsaw pact. 


To those accustomed to thinking of European wars as having neat front lines, 
a fight on the central front today would have many unpleasant surprises: the 
Russians could conduct attacks on NATO's rear areas on an unprecedented 


scale | 


The helicopter has made such attacks 
possible. In the Vietnam war the United 
States perfected the technique of putting 
forces ranging in size from four-man 
patrols to entire battalions deep into 
enemy territory by helicopter, and the 
lesson was not lost on the Russians. The 
Soviet Union has trained large numbers 
of special troops, called Spetsnaz, to 
penetrate well behind NATO’s front lines. 

A second reason that the Soviet Union 
is expected to attack the rear areas is that 
NATO's deployment makes it particularly 
vulnerable there. The forward defence 
strategy not only requires a hard crust 
well up front, but also means that most of 
the combat forces would be moving for- 
ward in the first few hours after a surprise 
attack. And huge numbers of reinforce- 
ments would be confusingly pouring into 
most of the rear areas, creating ideal 
targets for elite assault units. 

Besides arriving by parachute or heli- 
copters flown in across the borders, some 
Spetsnaz forces could come by other 
means, such as on commercial aircraft, or 
by road, disguised as ordinary tourists, 
during the run-up to an attack. Almost 
certainly some behind-the-lines agents 
are already in place. There is little doubt 
that NATO forces will have to deal with 
many attacks behind their own front 
lines, some of which could be substantial. 

The map on an earlier page shows that 
around half of West Germany is assigned 
to the various army corps. Each corps ts 
responsible for the defence of its rear 
area. Although the corps have the fire- 
power to deal with any rear-area threat 
and, more importantly, the command- 
and-control organisation and equipment 
to keep track of what is going on, they will 
be mainly worried about getting into 
position and protecting their fronts. 


Only the British corps seems to have 
taken the rear-area threat seriously. Its 
Second Division, which would be coming 
from Britain in an early alert stage, has 
been assigned to defend the rear of the 
corps area, has made specific plans to do 
so and has conducted exercises to see 
what should be done. Both the American 
and German corps depend to a great 
degree on a combination of luck and the 
normal defences around key targets such 
as ammunition dumps and airfields which 
happen to be in their rear areas. 

So too do the Belgians and the Dutch. 
However, both these countries have rea- 
sonably well developed plans to defend 
their own countries, particularly the port 
areas and other key points along the main 
NATO lines of communication. The trou- 
ble is that neither has enough troops or 
weapons to do so adequately. 


Home defence 


Behind the corps areas in West Germany, 
rear-area defence is assigned to the Home 
Defence forces of the Territorial Army. 
These forces are made up largely of 
reserves. In wartime the Territorial Army 
would grow to about 400,000 men, of 
whom some 15% would be regular sol- 
diers. But they have many jobs to do, 
including medical support for the Ger- 
man forces, so that only around half of 
them could be assigned full-time to rear- 
area defence. 

The Home Defence forces are organ- 
ised into four main brigades (not counting 
the two fully manned brigades which are, 
for tactical purposes, part of the German 
Field Army) plus dozens of independent 
regiments, companies and platoons. On 
full mobilisation, six more brigades would 
be formed. 

The plan is to assign small detachments 





to guard key points such as bridges, road 
junctions, railway terminals and supply 
routes. (A few of the Home Defence 
forces are assigned to guard these kinds of 
places even within the corps areas.) 

The Home Defence brigades and regi- 
ments would form mobile groups to deal 
with attacks on unguarded installations or 
to come to the rescue of any of the key- 
point guard teams that looked like being 
overwhelmed. The brigades are heavy 
armoured units, equipped with tanks, 
artillery and armoured fighting vehicles. 
Generally they would be kept intact to 
deal with big attacks, but the regiments 
might be broken up to form smaller 
mobile forces. 

The Home Defence forces are well 
organised; most of the main units train 
regularly; and the defence of rear areas is 
practised as part of their many big field 
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they would still have to get close enough 
to launch the missiles, which means flying 
over enemy territory and facing the flak 
(although pilots could then pick their 
routes to avoid the worst of it). Equip- 
ment is available that can help get 
through these defences by neutralising, 
one way or another, the enemy radars; 
but NATO is never likely to be able to 
afford as much of it as it would like. 
What is ideally required is a combina- 
tion of listening devices to detect and 
locate enemy radars that might be search- 
ing for attacking aircraft or guiding anti- 
aircraft missiles; equipment to confuse or 
blot out the pictures on enemy radars; 
and missiles that will home in on the ones 
that can still operate despite all the jam- 


ming and deception. 

The Americans have managed to stuff 
all three types of equipment in one spe- 
cialised model of the Phantom aircraft, 
called the Wild Weasel. One or more of 
these machines would lead the main at- 
tacks by several minutes, blasting elec- 
tronic holes in the defences for the attack 
aeroplanes to squeeze through. To sup- 
plement the Wild Weasels the Americans 
also have some modified F-111 aircraft 
devoted wholly to jamming. They carry a 
wide range of powerful jammers that can 
deal with many different communications 
and radar frequencies. However, there 
are only a few of these machines; they 
would not be available for every attack 
mission into Eastern Europe. 


Keeping them out 


In the air, a defensive capability is at least as useful as an offensive one 


Besides attacking enemy targets in East- 
ern Europe, and providing close-in at- 
tacks to support the ground troops direct- 
ly, NATO's air forees must defend both 
those troops and the NATO countries 
themselves against attacks by Warsaw 
pact air forces. The main elements of the 
air defence forces are: the land-based 
radar system, called NADGE; the anti- 
aircraft missiles; the E-3A airborne-early- 
warning aircraft, known as AWACS; and 
the fighters. 

The NADGE (NATO Air Defence 
Ground Environment).network of land- 
based radars, linked together by comput- 
ers and a data-exchange system designed 
in the 1960s, is based on a belt of radar 
sites stretching from northern Norway to 
Turkey. The French system, STRIDA, is 
tied in with it so closely as to be indistin- 
guishable. The main control centres can 
see the radar picture as presented by any 
of the sites in the entire system. 

The principal anti-aircraft defences are 
two systems of missiles covering most of 
the central front. The forward (eastern- 
most) one is the belt of medium-range 
(about 25 miles) HAWK missiles with con- 
ventional warheads. These missiles have 
their own radars and are generally 
manned by the ground forces. However, 
they are linked with the air-defence con- 
trol centres. 

The secondary belt is composed of 
several dozen Nike Hercules long-range 
missile batteries. Most of the Nikes have 
nuclear warheads, for when they were 
designed this was the only way they could 
hope to deal with mass raids and high- 
altitude attackers. However, the Nikes 
have begun to be phased out in favour of 
the much superior Patriot system, which 
does its job without nuclear weapons. 
Patriot is an extremely expensive mobile 


system and is just beginning to come into 
service with the American army on the 
central front. West Germany has agreed 
to deploy these new missiles under an 
arrangement with the United States that 
it will buy some Patriots for its own forces 
and operate some others paid for by the 
Americans. 

Holland and Belgium, which also oper- 
ate Nikes, are considering similar deals 
for Patriot. These are the only four coun- 
tries that participate in missile defence. 
The United States and West Germany are 
by far the biggest contributors—and the 
American army has a unit about the size 
of a division that mans the missiles. 

Besides the two missile belts, all of the 
main armies have short-range missile de- 
fences which would cover key military 
troop installations and civil targets such as 


ts 


Nike alarm 


bridges; and all the airfields have their 
own local air-defence weapons. Ideally, 
these short-range systems should also be 
linked with the main command-and-con- 
trol networks, but it is too much to hope 
that all the battlefield weapons could 
keep their communications open all the 
time, 

The main problem is that the missiles 
may shoot down their own aircraft. No 
good way has ever been found to prevent 
this from happening. Part of the answer 
may be an electronic system called IFF 
(identification, friend or foe), by which a 
radar operator can ask a target, electroni- 
cally, for a coded response, like a pass- 
word; if the target responds properly, it is 
a “friendly”. However, no foolproof IFF 
has ever been developed—if any part of 
the system does not work, the target 
appears as an enemy and may be shot 
down. (The operators of hand-held anti 
aircraft missiles, such as the Americal 
Stinger or the British Blowpipe, have no 
IFF at all.) And those IFF systems that are 
in service have the drawback that the 
transponders on the aircraft (the gadgets 
that give the electronic password when 
asked) make excellent beacons for hostile 
missiles to home in on. 

NATO has for years been trying to devel- 
op a standardised IFF system. For techni- 
cal, bureaucratic and chauvinistic rea- 
sons, it has been unable to complete the 
task. The lack of a modern, common-to- 
all-air-forces system must rank as one of 
the great weaknesses, and one of the 
great failures, of the alliance. 


Sentries in the sky 


On the other hand, the fleet of 18 AWACS 
machines, funded by the alliance as a 
whole, is a success story. It is based in 
Geilenkirchen in West Germany, but it is 
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not the exclusive property of the central 
region: it serves all regions of NATO, 
including the Atlantic. It has a number of 
forward operating bases in other areas to 
work from. These giant aircraft—Boeing 
707s stuffed with computers and commu- 
nications equipment—have two main 
jobs. The original idea was to back up 
NADGE, with the Boeings carrying their 
huge radar domes aloft and peering over 
the curvature of the earth to detect low- 
flying aircraft well before they were with- 
in range of the NADGE radars. However, 
new long-range Russian aircraft could 
outflank the NADGE radar belt that is 
located along the eastern part of the 
central front by flying in over the Atlan- 
tic. Thus the AWACS aircraft, which would 
normally operate 100 miles or so behind 
the front lines, are the principal means of 
detecting intruders coming from the west. 

The fleet of 18 can keep four aircraft on 
tation continually, and it would take two 
of them to maintain complete coverage of 
the central front. In wartime the alloca- 
tion of the AWACS aircraft between the 
various threats would be made by a 
committee of representatives from the 
three major NATO commanders. Howev- 
er, if the Warsaw pact forces attacked the 
central front, it is a safe bet that its two 
orbits there would be filled, whatever was 
happening elsewhere. 

The AWACS machines have nine con- 
soles each (one of them is shown on the 
cover of this survey) which can be used to 
track incoming raids and direct fighters to 
intercept them. Normally, the command- 
er of the air forces on the central force 
would operate from a specially built bun- 
ker in Bérfink, alongside the central- 
front commander, and would run the 
entire air war from there. Under this 
system the pictures from the AWACS 
planes in orbit would be transmitted, 
continuously, to the bunker by coded 
data-link so that the air commander could 
see on his screen exactly what they were 
seeing on theirs. However, if the bunker 
were knocked out, it is possible to control 
much of the air war from an AWACS itself. 


Fighting component 
The NATO fighter force is of extremely 
high quality, but it is much too small for 
its job. One wing (around 72) of Ameri- 
can F-15s is based at Bitburg in West 
Germany and a squadron (about 24) at 
Soesterberg in Holland. The F-15 is proba- 
bly the best all-round fighter on the 
central front. The F-16s, which function 
interchangeably as attack bombers, are at 
least as good at dogfighting, using guns 
and heat-seeking Sidewinder missiles, but 
cannot fire radar-guided missiles as effec- 
tively. The United States, Belgium and 
Holland all operate the F-16. 

Britain contributes two squadrons (of 
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NATO needs its own tankers 


about 24 aircraft each) of Phantom fight- 
ers. Germany’s fighter is also the Phan- 
tom, which is now getting a bit long in the 
tooth, but which is being perked up by a 
mid-life update. Canada operates three 
squadrons (about 54 in all) of the brand 
new F-18 Hornets from Lahr in Germany. 
These aircraft can also be easily convert- 
ed from fighter to bomber, and back. 
France has no aircraft based in Germany, 
but could fly both Mirage F-1s and the 
newer Mirage 2000s from bases in north- 
eastern France. 

A fairly cheap way for NATO to get 
more mileage out of the aircraft it does 
have would be to buy a fleet of around 
two dozen air-refuelling tankers. For ex- 
ample, when a fighter is scrambled on a 
combat air patrol, it will return in about 
an hour, often without having fired its 
weapons. If it had a tanker standing by, it 
could stay on station for several hours or 
until it had fired its missiles. Not only 
would this procedure get more potential 
fighting time from the fighters, but it 
would keep them off the ground where 
they are liabilities: juicy targets for both 
air and ground attacks. 

A tanker force would thus allow com- 
manders to use better tactics. Instead of 
keeping the fighters on the ground until 
enemy raids began to show up on the 
radar screens, they could be flown off 
early and “parked” in the sky where they 
could react more quickly. 

Normally within NATO, equipment is 
provided by national forces. But the alli- 
ance as a whole needs the tankers, and no 
one country is likely to provide them. The 
United States plans to send a few to the 
central front in wartime, but there will 
not be enough to service even all the 
American aircraft, let alone those of 
other countries, such as the “short- 
legged” Tornadoes of Britain and West 
Germany. 

The fleet of NATO AWACS aircraft has 
worked well; it was bought from a central 
fund to which all members contributed on 
a sliding scale, and it is operated by mixed 
crews drawn from almost all member 
countries. A tanker fleet could easily be 
procured under a similar arrangement, 
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perhaps for the central front alone. It 
would increase the potency of its air 
forces tuere by much more than if the 
same money were spent on extra combat 
aeroplanes. 


The numbers game 


In raw numbers NATO has fewer combat 
aircraft actually stationed on the central 
front than the Warsaw pact has. Howev- 
er, the differences are partly compensat- 
ed for by the superior training of NATO's 


aircrews and ground crews. The pilots of — 


NATO's dual-role aircraft train extensively 
at both ground attack and air defence. 
Warsaw-pact pilots do not. And because 
its ground crews are better, even without 
tankers NATO can get significantly more 
missions per machine than the Warsaw 
pact can. 

Although NATO will probably continue 
to be outnumbered in the air on the 
central front in the near future, the total 
number of Warsaw pact tactical combat 
aircraft has been falling in recent years, 
and the United States is planning a slight 
increase. But the Warsaw pact has been 
catching up rapidly in the quality of its 
aircraft. Today’s front-line Soviet aircraft 
have roughly three times the range and 
can carry twice the payload of the ones 
flying ten years ago. Many authorities 
consider that the new MIG-29 and SU-27 
(code-named Fulcrum and Flanker, re- 
spectively, by NATO) are the equal of the 
newest generation of NATO fighters. 

However, there is some indication that 
the Russians are having trouble with 
them, for they are being introduced more 
slowly than anticipated. In any event, 
they are certain to be more complex and 
difficult to deploy widely than their sim- 
pler predecessors. And they must neces- 
sarily be more expensive, which may 
account for their slow rate of introduction 
into service and the fall in the total 
number. 

As with the ground forces, both the 
United States and the Soviet Union have 
aircraft they could use for rapid reinforce- 
ments. The United States regularly exer- 
cises its reinforcement operations by de- 
ploying squadrons from American bases 
to West German ones—they fly all the 
way, being refuelled in flight. 

The United States has plans to send 
about 1,600 aircraft, mostly fighters, to 
Western Europe within the first few 
weeks of war; all of these could be used 
on the central front if required. Beyond 
that the American air force has another 
1,500 or so aircraft that it could send, 
although it would have to reduce its 
forces in the Pacific to do so. The Ameri- 
can marines have another 500. 

The Soviet Union has about 2,100 more 
combat aircraft available, not counting 
those it has deployed to its southern 
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military districts and to the Far East. 
Besides these machines, it has nearly 
1,000 interceptors assigned to the Air 
Defence Force (a separate service in the 
Soviet Union) that are not committed to 
the Warsaw pact forces. Most of these 
would be retained for air defence of the 
homeland, but some might well be sent to 
the central front to operate as air-defence 
fighters. 

Commander, Allied Air Forces, Cen- 
tral Europe (COMAAFCE) controls both 
the air defences and offensive air opera- 
tions. He would normally operate 
through his two subordinate tactical air 
force commanders, who in turn would 
control several specialised command cen- 
tres. For air defence, there -are three 
Sector Operations Centres (SOCs), two in 
the 2 ATAF area and one in the south. For 
offensive operations, there are four Al- 
lied Tactical Operations Centres 
(ATOCs), two in each region. 

Normally the tactical air force com- 
manders would assign aircraft to each of 
these centres and let them get on with the 
war: the socs would be in touch with 
AWACS, the NADGE sites, the fighter 
bases, the missiles and the ‘anti-aircraft 
= weapons in the army corps areas, and 
= would assign aircraft or anti-aircraft mis- 
siles to incoming raids as necessary. The 
ATOCs would carry out offensive opera- 





tions, making decisions as necessary be- 
tween, for example, striking deep into 
Warsaw pact territory or providing close 


support to a hard-pressed ground 
commander. 

The job of the commander of AAFCE is 
to watch over all these operations and 
make the best use of all his air resources, 
Before the establishment of AAFCE in 
1974, command of aircraft was decentra- 
lised into two main groups in the same 
way as the ground forces still are. Howev- 
er, this failed to take advantage of the 
great mobility and flexibility of air power. 
The army-group commanders felt that 
“their” tactical air forces were parts of 
their weaponry, and nobody other than 
the central-region commander—always a 
ground-force general—could shift aircraft 
from one group to another. 

True fighter-bombers, such as the F-16 
and the F-18—aircraft that could be con- 
verted easily from fighter to attack 
plane—were then on the way. So it be- 
_ came apparent that if a shortage of fight- 
ers developed, say, in the 2 ATAF area, 
somebody would have to decide whether 
it would be better to send more fighters 
from the south or to convert some north- 
ern attack-aircraft to fighters. An air boss 
for the entire central region seemed the 
answer; COMAAFCE was created, and the 
Borfink bunker was built so he could 


operate effectively alongside the com- 


mander of the central front, functioning 


as his air deputy. 

Operating from the bunker in wartime, 
COMAAFCE would probably control di- 
rectly the strikes into Warsaw pact terri- 
tory. However, he would probably mere- 
ly monitor what was going on defensively 
over West Germany and intervene only 
when required. He would be the main co- 
ordinating link with the French air force. 


And he would also help control the huge 
number of logistics flights, both those 
coming from the United States and Brit- 
ain (and, maybe, from France) and those 
moving cargoes about the theatre itself, 
thus taking some of this load off the backs 
of the tactical air force commanders who 
would be doing most of the fighting of the 
hour-to-hour war. 


Can the line be held? 


Yes, but 


There is little doubt that the central front 
could be held against the first echelon of a 
conventional attack by the Warsaw pact 
powers. But then the question marks 
begin to appear. Would the French lend 
their weight in time? Would the conges- 
tion caused by West German mobilisation 
and the massive American and British 
reinforcements become unmanageable? 
Could the attacks on the rear areas be 
contained? Would the allied air force be 
able to give direct support to the ground 
battle or would it break its back pressing 
home attacks deep into Eastern Europe? 
Would the air defences stand up to the 
pounding they would be sure to receive? 

There are no certain answers to any of 
these questions. But it is clear that if 
many of them go the wrong way, the 
alliance would be facing a catastrophe 
and therefore the most difficult decision 
of all: whether or not to release nuclear 
weapons. The wags who describe NATO's 
strategy as ‘fight for three days and then 
blow up the world” are off track, but not 
so far off that anyone can feel comfort- 
able about it. 

It is clear that NATO's forces on the 
central front are very close to being 
strong enough to hold that front with 
conventional weapons. All it would take 
would be a workable FOFA system, a bit 
more artillery here, a few more aircraft 
there and a few more men, tanks and 


command-and-control equipment almost 


everywhere. Why do the NATO countries 
take such a risk when a little more money 
would make a nuclear war that much less 
likely? 

The essential answer is, first, all coun- 
tries of NATO Europe find it hard either to 
raise taxes or to cut into their social 
programmes by enough to buy the extra 
“insurance”; and, second, there is a feel- 
ing among many Europeans that they do 
not want to be able to fight a long 
conventional war on their soil, successful 
or no. They believe their security lies in a 
conventional force that is strong enough 
to last for a few days, but weak enough to 
indicate clearly to the Soviet Union and 
its allies that any attack on the West 
would soon encounter the nuclear might 


: 


of the United States. 

The conventional forces of the central 
front today are better than that. Militari- 
ly, the ground and air forces of the 
alliance are more closely co-ordinated 
than they ever were in the past, not least 
because those in command or rising *^ 
command up the ladder of promotio 
have worked together within an alliance s 
framework from the moment they first 
commanded a platoon or flew their first 
mission. In particular, the West German 
ground and air forces now have a confi- 
dent professional gloss about them that 
was lacking even a decade ago, because 
then they were still trying to shake off the 
stigma of militarism. The West German 
armed forces do not trumpet their virtues, 
for good, sound political reasons; but 
those virtues are there, committed to the 
defence of their own country as part of 
the alliance. 

NATO’s armies and air forces would 
have some chance of defeating a sudden, 
surprise attack completely and could al- 
most certainly last for more than a few 
days against an attack by partially mobi- 
lised forces (which would give NATO more 
warning time). The chances of holding 
indefinitely without using nuclear wear 
ons are impossible to calculate, but it is 
fair guess that if the NATO’s conventional 
forces could hold out for two weeks they 
could hold out for ever. 
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Sabena. 
Savoir faire in the air. 








And savoir faire means that we care. 


Sabena people know what it feels like to fly 
for the first time. In fact, a number of Sabena 
flight attendants got their first experience of 
flying as children. So it's easy for them to put 
themselves in a child's shoes. 

All our passengers deserve to be pampe- 
red. That's why our specially trained cabin 
staff give you the same friendly attention whe- 
ther you re travelling Economy, Business, or 
First Class. They know that little things can 
make a big difference. Their competence and 


concern make travel with Sabena a real 
pleasure. 

And should you depart from or arrive at 
Brussels international airport, you'll be de- 
lighted by the friendly, hassle-free atmos- 
phere. And it's only minutes from the heart of 
Brussels. 

Whether you travel for business or for 
pleasure, you can trust Sabena’'s savoir faire. 


Your travel agent or Sabena office has all the details 


Make sure you're booked aboard 
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With 100 seats and a surprisingly low Give your airline unfair advantages. 
reak-even load, this lightweight jet is The Fokker 100. 
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E The EEC slapped provisional 
-f dumping duties of up to 15.8% on 
~ | Japanese photocopiers, which have 

E captured 85% of its market. 


| Fourteen countries—including 
‘Australia, Canada, Argentina and 

| New Zealand—joined forces to- 

_| ensure top billing for agricultural 

< trade issues at the GATT meeting in 
_Uruguay next month. Trouble for . 
“European, American and Japanese 
farmers? 
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As the yen rises, so the dole 


queues grow 


On September Ist, 200 workers at the 
Nagasaki shipyard will become workers 
at the Nagoya aircraft works some 500 
miles away. Hardly anybody in Japan will 
bat an eyelid. Shipbuilding is in dire 
“raits; the aerospace industry requires 

‘orkers. So what could be more sensible 
than to switch redundant workers to 
where they are needed? 

What, indeed? The practice of transfer- 
ring workers works well so long as the 
Japanese economy continues to hum and 
there are jobs to transfer them to. In- 
creasingly, though, a high yen is sending 
these jobs overseas and depressing mar- 
kets at home and abroad. Japan will find 
it a lot harder to keep workers off the 
streets as the country heads towards its 
first slump for three years. On August 
26th, the Economic Planning Agency, the 
government think tank, joined indepen- 
dent forecasters in predicting a recession. 
The Japanese economy now looks likely 
to grow by a mere 2% this year, less than 
half 1985’s rate of 4.5%. 

As in the previous recession, compa- 
nies are becoming more hard-headed in 
treating their staff as their profits get 
iqueezed. At first, overtime was cut to 
spread the work around. Overtime work- 
ing in June fell by 9% compared with 
June 1985. It averages less than an hour a 
day in manufacturing industry now. 

Now jobs have started to go. In the 
second quarter, the number of recipients of 
unemployment benefits increased by 3% 
over the same period in 1985. In Tsubame, 
Japan’s cutlery capital, the increase was 
22%. This is providing a timely reminder 
that Japan’s famed lifetime employment is 
only for those employed by the big groups. 
At most, only a third of all Japanese 
workers are protected in this way. The first 
wave of unemployment and bankruptcies 
is Coming among subcontractors and small 
exporters. 

At first glance, Japan would not seem 
to have an unemployment problem at all. 
The official unemployment rate, at 2.7% 
at the end of June, has barely changed 
from last year, despite seemingly daily 
announcements by the electronics and 





Fewer jobs down the line 


other industries of jobs cuts. Yet, by 
recent Japanese standards, that is high 
(see chart). Even as it stands, the total 
represents more than 1.6m people. But 
the real pain of unemployment is more 
widespread than that because the official 
figure is bogus. Were the Japanese job- 
less rate to be calculated on the same 
basis as America’s, then unemployment 
in Japan would double at a stroke of a 
statistician’s calculator, 


Upward march 


Japan's unemployment rate 
% Of total labour force 





School-leavers and graduates waiting 
to find work are excluded from the unem- 
ployment figures. Also left out are the 
self-employed, who account for about 
10% of Japan’s workforce. Nor are part- 
time workers taken into the reckoning. 
Service industries soak up workers by 
providing a level of superfluous service— 
for instance, a lift attendant in a two 
storey supermarket—that consumers pay 
for through high retail prices already 
inflated by the job-heavy distribution sys- 
tem. There is no reason why a society. 
should not choose to support its otherwise 
unemployed through higher consumer 
prices instead of dole queues—provided 
it is prepared to accept the cost in eco- 
nomic inefficiency. 


That, however, stands in stark contrast __ 


to the sort of labour efficiencies that a 
company effects through job transfers. 
There are a host of reasons why Japanese _ 
firms have so far been able to redeploy — 
labour which, in many cases, would not 
apply in other industrialised countries. A — 
straightforward one is that the big em- — 
ployers are large enough and diversified — 
enough to do so. Nagasaki Shipyard & 
Engine Works and Nagoya Aircraft 
Works are both subsidiaries of Mitsubishi 
Heavy Industries. But even less diversi- — 
fied groups such as Toshiba subcontract 
surplus labour to firms that need it. 

The other big reason is that, in Japan, 
worker loyalty is to a company rather | 
than to a job. Japanese staff are used to 
being moved around by their firms. This 
can mean separation from their families 
for a couple of years at a time. Japan’s 
supreme court recently upheld the right 
of an Osaka paint company to sack a 
white-collar employee who twice refused 
to be relocated because he would be 
separated from his family. 

Structural reasons that make labour 
immobile in other countries are less prev- 
alent in Japan. Many workers live in 


company housing, so moving city does _ 


not mean going through the agonies and 
expense of moving house. Sometimes no 
physical move is involved. Long daily 
commutes to work are common, A new 


job may just mean travelling an hour or 


two in the opposite direction to before. 
Yet there are big question marks— 
beyond those raised by the prospect of 
recession—hanging over even all this en- 
lightened good sense. Some younger Jap- 
anese do not show quite the same dedica- 


tion to work that characterised their — 
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We’re pals, fly us 


Fearful of competition from their stron- 
ger American rivals, Europe's all-too- 
pally airlines are talking of ways of 
getting yet closer together. Because too 
few passengers are using their often 
infrequent services on mainly transAt- 
lantic routes, they are searching for new 
ways to prune costs. One suggestion they 
are looking at is to pool revenue on 
shared routes. 

For example, British Caledonian 
(Britain’s biggest independent airline) 
has been talking to Sabena (Belgium's 
national carrier). Neither has an average 
load factor between Atlanta in the Unit- 
ed States and London of more than 67%: 
ie, one out of three seats goes empty. So 





they plan to share the route. The airlines 
would replace their DC-10 aircraft with a 
more efficient Boeing 747 flying between 
Brussels and Atlanta with a London 
stopover. Costs and revenue would be 
split: 38% to Sabena and 62% to B-Cal. 

Other European airlines are toying 
with even bigger pooling schemes on 
routes to Asia, Africa and Latin Ameri- 
ca. Scandinavian Airline Systems (SAS), 
itself an amalgam of Swedish, Danish 
and Norwegian companies, is talking to 
Finnair, Finland’s national carrier, about 
shared routes. The scheme depends on 
finding a “grandfather” airline (like Sa- 
bena) to share its unused or underused 
aircraft with others in the group. 

There are plenty of objectors. Big 
competitors such as British Airways 
(BA), Britain’s soon-to-be-privatised air- 
line, say that smaller operators should 
relinquish routes if they cannot fly them 
profitably. In other words, BA wants 
Britain’s Civil Aviation Authority to let 
it have B-Cal’s Atlanta-London route. 

European governments could also ob- 
ject. Negotiations to share routes with 
SAS involve three governments, only one 
of which, Denmark, is an EEC member 
and is bound by community regulations 
on airline agreements. 

A better way for Europe’s struggling 
smaller airlines to cut costs would simply 
to be share their aircraft. Earlier this 
year, B-Cal and International Leisure 
Group (ILG), a British travel company, 
considered buying a new Airbus A320 
between them. B-Cal was to operate the 
aircraft on its scheduled service during 
the day and ILG for charter flights at 
night. The idea never took off. 
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parents’ generation. Recognising this 
trend, one department-store group has 
started hiring in two streams: those who 
will not move to another branch and 
those who will. 

The threat to switch surplus labour to 
where it is needed is what happens when 


American airlines 


workers start to outnumber jobs. As 
manufacturing gets moved offshore this 
becomes more of a problem. Economists 
at Dai-Ichi Kangyo Bank reckon that for 
every Y1 trillion-worth of production that 
gets transferred overseas, some 180,000 
jobs are lost in Japan. 





Roger, over and out 


America’s domestic airlines are flying 
into a barrage of flak as they attempt to 
merge with weaker rivals. But mergers 
there will be. At the end of 1985, the top 
six carriers controlled well under 70% of 
America’s domestic passenger market. 
By the end of 1986, the six biggest (which 
may be slightly different by then) will 
have close to 80%. 

On many estimates, the business of 
American airlines is already as concen- 
trated as it was in 1978, when deregula- 
tion swept away the industry’s old price- 
fixing habits. Since then, some 230 new 
carriers have started up. But chronic 
overcapacity and fare discounting have 
forced more than half of them into the 
arms of competitors. Three other big 
deals have yet to fly clear: 

United Airlines, America’s largest do- 
mestic carrier, wants to buy Frontier, a 
loss-making offshoot of People Express. 
People’s affair with Frontier, which is 
based in Denver, began in November last 
year—and has caused nothing but trouble 
for Mr Donald Burr, its chairman, ever 
since. Frontier contributed $59m of Peo- 
ple’s operating loss of $105m in the first 
six months this year. People, itself fight- 


“Hello. Anybody there?” 


NEW YORK 


ing to stay airborne, has leased eight of its 
aircraft to Pan Am, and has plans to sell a 
dozen other aircraft. 

Talks over the sale of Frontier stalled 
last week because of problems in negotia- 
tions with the pilots union. Frontier’s 558 
pilots want the same terms as United's 
pilots. United objects, and Mr Burr ha 
now grounded Frontier. If it is not sold t 
United, Frontier may instead fly head- 
long into the bankruptcy courts for pro- 
tection from its creditors. 

United already has most of the bits of 
Frontier it wants: it owns or leases all but 
eight of Frontier's aircraft. Earlier this 
month, United paid $58m for two hangars 
and other Frontier assets at Denver's 
Stapleton Airport. And because of Fron- 
tier’s grounding, only United and one 
other airline, Continental, now use Den- 
ver as a hub (ie, as a base through which 
to feed passengers and freight). 

Texas Air may yet be able to proceed 
with its $678m takeover of Eastern, de- 
spite having its application for a merger 
turned down on August 26th by the 
Department of Transportation (DOT) in 
Washington. The DOT is worried that 
Texas would have too big a share of the 
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| Europe’s labour laws 


More than 19m Eu 


` there is no quick fix. Two thi 


eans are unemployed. Most governments accept 
ngs are certain: labour markets must be made 


F more flexible—and this will not happen overnight , 


- Europe has become the employment 
< black spot of the developed world. In the 
< early 1970s, only 3% of Europe’s work- 
- force was unemployed—barely half the 
rate in America. Today, more than 12% 
-of Europeans are jobless—almost dou- 
-ble America’s rate. Unemployment has 
tarted to edge down in West Germany, 
nd and Belgium, but in Britain, 
nce and Italy the dole queues are still 
owing. 
~ Europe’s failure to create new jobs is 
“not, as some argue, simply the result of 
lower growth: during the past 12 years, 
yutput has grown by an average of 1.9% 
nly slightly less than America’s 
nstead, Eurosclerosis-——labour- 
idity-—is mainly to blame. 
by the OECD identifies 
‘rent aspects of rigidity. The 
irst is aggregate real labour costs. If real 
wages do not adjust to external shocks, 
such as a deterioration in the terms of 
trade or slower productivity growth, 
companies will replace men by machines 
-or reduce output and hence jobs. Ameri- 


| ca’s real wages seem to be much more 


flexible than Europe’s—partly the result 
of Europe’s more aggressive unions and 
wage indexation. The OECD’s economists 
have concocted a test for measuring real- 
wage rigidity: the short-run elasticity of 
money wages with respect to prices (ie, 
_ the percentage increase in wages follow- 
. ing a 1% rise in prices) divided by the 
< elasticity of wages with respect to unem- 
ployment (the percentage fall in wage 
“inflation following a one percentage 
point rise in the unemployment rate). 
Real wages are defined as being rigid 
‘sponsive to unemployment. 
untries with a low ratio—¢eg, 
d Japan—are considered to 


[Z] Real-wage rigidity and 
- unemployment 


Canada 


money. wages are responsive to prices — 


* 
Holland 


high ratio—Britain and France—rigid 


real wages. Chart 2 suggests that coun-. 


tries with the most rigid wages have had 
the biggest rise in unemployment. 

Real-wage rigidity makes it hard for an 
economy to adapt to external shocks 
without shedding jobs. It can also raise the 
equilibrium level of unemployment. Dur- 
ing the 1970s, the failure of Europe’s real 
wages to fall in line with lower productivity 
discouraged job-creating investment. As 
a result, there is now a mismatch between 
the capital stock and the labour force: 
even if capacity were fully used, unem- 
ployment would remain high. Or to put it 
another way, the non-accelerating infla- 
tion rate of unemployment (NAIRU)}—the 
amount of unemployment required to 
hold inflation stable—has risen. The esti- 
mates in the table suggest that during the 
past decade, the NAIRU hasrisen sharply in 
Europe; in America and Japan it has 
hardly budged. 

But not all of the rise in the NAIRU can 
be explained by labour-market rigidity: 
the OECD reckons that real wages in 
Europe have become less rigid during 
the 1980s. An alternative explanation— 
known in econo-speak as hysteresis—is 
attracting a growing following. 

This argues that the NAIRU Increases 
with the level of unemployment. The 
longer somebody is unemployed, the less 
attractive he is to an employer, and the 
less intensively he searches for work, so 
he exerts little downward pressure on 
wages. This means that for a given level 
of unemployment, the higher the pro- 
portion of long-term unemployed, the 
higher the NAIRU. In Europe, around 
40% of the unemployed have been out of 
work for at least a year; in America, the 
proportion is only 12%. 

The second type of rigidity is pay 
differentials. Wages need to be flexible 
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to blame for Europe’s higher rate 
youth unemployment: 21% of Europ 
15- to 24-year-olds are now on t 
compared with only 12% in America. 
Labour immobility is the third Eur 
rigidity. The pay differentials needed to. 
balance the supply and demand for la 
bour across occupations and indust 


depend on the mobility of labour: the 
greater the barriers to shifting jobs, the _ 
bigger the incentives required. Workers’ 
mobility is often hampered by the hou: 
ing market and pension arrangement: 
And rigid hiring and firing practices and 
labour protection laws discourage firms 
from recruiting new workers. = o“ 
In most European countries, govern- 
ments have started to snip away at la- 
bour-market rigidities. And they are- 
developing programmes to put the long- 
term unemployed back to work—and so` 
dampen the hysteresis effect. In the” 
immediate future, this is unlikely to. 
make much of a dent in the dol cae 
but in the longer term it should produce 
results—if governments keep demand 
growing steadily. : ce ee 
Meanwhile, Europe’s best hope fo 
lower unemployment may lie with falling 
birth rates. During the next few years, 
the EEC’s working population (the num- 
ber of 15- to 64-year-olds) will grow 
much more slowly: by an extra 2.9m- 
during the five years to 1990 compared 
with 10.3m during 1980-85 when. the 
baby-boomers came of age. In the 1990s. 
West Germany’s labour force will start 
to shrink: its working population is pro- 
jected to fall from 42.7m today to 40.2m 
by 2000 and to only 33.7m in 2020. By. 
the turn of this century, West Germans. 
will be fretting about labour. shortage: 
instead of unemployment. But that 1s o 
little consolation to somebody w 
seeking work now. eg 
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lucrative shuttle market between New 
York’s La Guardia and Washington Na- 
tional Airport, even though it has said it 
would set up a rival to itself. Texas 
already owns New York Air, which pro- 
vides the only competition to Eastern 
between New York and Washington. The 
DOT has required Mr Frank Lorenzo, 
Texas’s chairman, to give up enough of its 
La Guardia slots and gates to enable Pan 
Am to offer a rival service. 

Texas had already agreed to sell to Pan 
Am, for $65m, 46 slots (rights to land or 
take off) and three gates at La Guardia, 
Washington National Airport and at Bos- 
ton’s Logan Airport. On top of what it 
already has, this enables Pan Am to 
operate 12 daily shuttles each way on 
each of the routes. That apparently is still 
not enough for the DOT. It reckons a 
competitive service requires 15 shuttles in 
each direction every day. 

Pan Am disagrees. It argues that its 
deal with Texas does not depend on a 
merger between Texas and Eastern, and 
that it intends to start a service on Octo- 
ber Ist anyway. So Texas, which stands to 
lose its La Guardia shuttle, will be forced 
to give up some more of its slots. The DOT 
would then allow Texas to apply again to 
take over Eastern. In that case, it would 
probably succeed. 

TWA’s attempts to buy Ozark—and 
thereby form a partnership with 6.6% of 
the domestic airline market—have also 
run foul of government officials. The 
Justice Department argues that a take- 
over would give TWA a monopoly of 
domestic traffic at St Louis. It thinks the 
takeover should go ahead only if TWA 
transfers to some other operator ten of its 
gates and associated slots. The Justice 
Department proposed a similar condition 
in allowing Northwest's purchase of Re- 
public in July but was overruled by the 
DOT. This deal has given Northwest a 
monopoly of passenger traffic at Minne- 
sota’s St Paul airport. 


Argentine economy 


Deus ex Machinea 


BUENOS AIRES 


The resignation on August 22nd of the 
governor of Argentina’s central bank, Mr 
Alfredo Concepcion, has done more than 
end an increasingly public squabble be- 
tween him and the country’s economics 
minister, Mr Juan Sourrouille. It has also, 
for the moment at least, helped to sup- 
press doubts that Argentina’s painful eco- 
nomic policy, the Plan Austral, was be- 
ginning to unravel. 

Introduced in June last year, the Plan 
Austral relied at first on containing infla- 
tion through price and wage controls. But 
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Alfonsin won't back down 


the government has since concentrated 
on monetary restraint and budget cuts. 
Hence the murmurs of discontent in July 
when shop prices jumped 6.8%. This 
kindled fears that Argentina’s once-surg- 
ing inflation rate was beginning to rise 
again. The doubts were reinforced by the 
government's failure to keep the growth 
in its money supply within the 3% limit 
agreed in June with the International 
Monetary Fund (IMF). 

It came as no surprise, then, that the 
already grumpy relations between Mr 
Concepcion and Mr Sourrouille should 
have deteriorated. Things became so bad 
that, rumour has it, the two men could no 
longer even talk on the telephone without 
rowing. Faced with the prospect of a 
widening split within his government, Mr 
Raul Alfonsin, the Argentine president, 
decided to back Mr Sourrouille. 

In appointing as Mr Concepcion’s suc- 
cessor Mr Jose Luis Machinea, a deputy 
economics minister and one of Argenti- 
na’s chief debt negotiators, President Al- 
fonsin has made plain his determination 
to stick to the essence of the Plan Austral. 
Mr Concepcion’s resignation has also un- 
derlined Mr Alfonsin’s shift away from 
the earlier policies of his own Radical 
party. Mr Concepcion was the last of the 
party’s “old guard” to have been given a 
government post when Mr Alfonsin be- 
came president in 1983. 

Mr Machinea has several problems to 
tackle. On top of Argentina’s ticklish 
debt negotiations, he will have to deal 
with a worsening trade performance. Ar- 
gentina’s surplus on its visible trade fell to 
$788m during the first four months of this 
year, 40% down on the same period in 
1985. This has wiped out most, if not all, 
of the benefit that the country would have 
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received from falling world interest rates. 
Servicing its foreign debts of $48.4 billion 
will cost Argentina an estimated $4.95 
billion this year. To help pay the bill, the 
government has said it will set aside 
roughly 30% of its total export earnings 
each year. 


Japanese oil companies 


Should splash out 


TOKYO 


Japan is the world’s third biggest consum- 
er of oil. It produces virtually none of its 
own and so has to import 3m barrels of oil 
a day. Japanese oil companies produce 
abroad only 11% of those imports. The 
Japanese government would feel much 
more comfortable if the figure were closer 
to 30%. 

In the mid-1970s, the government se 
30% as a target to be met by the year 
2000. Through tax perks it has made sure 
that the oil companies have plenty of 
money with which to explore. But, with 
14 years to go before the turn of the 
century, the target already seems out of 
reach. So the government is changing 
tack: it wants to encourage the buying of 
proven reserves at the same time as 
continuing the search for new fields. 

Japan's Ministry of International Trade 
and Industry (MITI) is pondering how best 
to do this. On August 26th, MITI gave an 
inkling of its plans in an interim report 
from a subcommittee of its Petroleum 
Council. This recommended the creation 
of what it called “core companies” out of 
Japan’s 20 or so existing oil firms. None at 
the moment has the financial or techno- 
logical clout to compete with European 
and American rivals. The subcommittee 
foresees a handful of Japanese oil firm 
capable of developing at least 20 oilfield. 
at a time. Each would have close ties with 
an oil refiner. Sounds like committee- 
speak for setting up integrated oil ma- 
jors? It is. 

The big Japanese oil-companies-to-be 
would be strong enough to buy oilfields 
capable of producing at least 200,000 
barrels a day. Fields much smaller than 
that are bad buys at current oil prices, 
because overheads increase production 
costs disproportionately. That is one rea- 
son why Japanese oil companies have 
been looking at—but rarely buying—the 
many small American oil fields that are 
being brought to the market by distressed 
sellers. The risen yen makes these fields 
look very cheap to Japanese purchasers, 
but most of them think Middle Eastern 
and Indonesian fields seem even better 
buys. 

Japanese oil companies are buying oil 
reserves instead of only exploring for 
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them, because reserves have become 
cheaper just as exploration is proving to 
have been a bad investment. Explora- 
tion projects begun when oil was $28 a 
barrel and a dollar bought Y250 sud- 
denly look much less attractive when oil 
is half as expensive and the yen twice 
as dear. Japanese oil companies want 
the government to be more generous in 
the oil-exploration grants it hands out 
through the Japan National Oil Corpo- 
ration (JNOC), The oil corporation pro- 
vides up to 80% of the cost of explora- 
tion through loans on which the 
principal has to be repaid only if oil is 
found (though with a premium on top 
of the interest). In return, the Japanese 
oil companies’ production must be repa- 
triated to Japan, either directly or 
through swap arrangements. 

The MITI subcommittee wants to be 
“ccommodating. It recommends letting 
il companies capitalise the interest on 
money borrowed from JNOC. That would 
reduce the cost of drilling dry holes. The 
subcommittee is also looking at ways in 
which money borrowed from JNOC could 
be used to buy reserves. At the moment, 
companies can borrow from it only to 
explore for new fields. 


Asian tourism 


Brouhaha bazaar 


SINGAPORE 


If a tourist paradise is a mixture of good 
shopping, cleanliness and cheap food and 
lodging, then Singapore’s tourist indus- 
try—blighted at the moment by empty 
hotel rooms and deserted shopping 
malls—can look forward to better times. 
An independent survey commissioned by 
he tourist board claims that Singapore is 
_ etter value than regional competitors 

such as Bangkok and Hongkong. Indeed, 
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Old charm in disappearing old Singapore 


in a comparison with ten other cities, 
ranging from London and Paris to Tokyo 
and Honolulu, only Kuala Lumpur comes 
out ahead of Singapore. Most expensive 
in the survey is Tokyo, placed by an 
appreciating yen well beyond the reach of 
most ordinary folk. 

Travellers will say that this merely 
shows the limitations of statistics. How, 
for instance, can London be worse val- 
ue—costing a tourist 141% more, accord- 
ing to the survey—than Singapore, when 
it offers a unique combination of muse- 
ums, galleries, night clubs, theatre and 
the trappings of a Royal Family? Or that 
Bangkok (23% dearer) is worse value 
when it touts night spots unavailable in 
puritanical Singapore? 

Singapore does offer some bargains. 
Because of speculative over-building dur- 


Cherry raid 


Ever since America’s Federal Trade 
Commission rejected planned acquisi- 
tions by both Coca-Cola and PepsiCo in 
June, the soft-drinks business has 
seemed like a_bicycle-built-for-three— 
with only two riders. Now Cadbury 
Schweppes, the British food-and-drinks 
manufacturer, looks set to become a 
third rider, though only a tiddler com- 
pared with the cola giants. 

Cadbury Schweppes is paying $17.5m 
(plus an amount of debt) for 30% of Dr 
Pepper, makers of a cherry drink which 
Coca-Cola tried to buy earlier this year. 
Together with its own brands, and the 
Sunkist and Canada Dry drinks compa- 
nies that it acquired for $230m in June, 
Cadbury Schweppes now has an 8-10% 
share of America’s soft-drinks market. 
That is a drip compared with the nearly 
70% that Coca-Cola and PepsiCo have 
between them. 

Cadbury Schweppes is unlikely to in- 





ing the boom of the early 1980s, its hotels 
are almost two-fifths empty and so are 
amazingly cheap. The survey puts the 
average cost of a double room in a first- 
class hotel in Singapore at $70 a night; 
still-falling prices mean such a room can 
now be had for less than $50. And even 
when (in 1988?) the economy again picks 
up, there will still be excess capacity to 
keep hotel prices low. This year alone, 
the 1,257-room Westin Stamford (the 
world’s tallest hotel) and the 800-room 
Westin Plaza opened their doors; other 
big hotels are awaiting completion. 

Only Hongkong, Jakarta and Kuala 
Lumpur have cheaper taxi fares than 
Singapore. Tipping in the city state is 
almost unknown. Singapore is reckoned 
to have the cheapest watches, cameras, 
perfume, tobacco and costume jewellery 


WASHINGTON, DC 


crease its market share without another 
acquisition. It is placing its products in 
small niches, especially towards the 
“adult” end of the market—mikxers, ap- 
ple juice and the increasingly popular 
juice-based sodas. While profitable, the 
soft-drinks business is dominated by su- 
permarket and soda-fountain sales of 
cola, still the kids’ favourite. Cadbury 
Schweppes is not in that market. 

It could get into it only if it bought 
Seven-Up, the lemon-lime drink which 
accounts for about 7% of total sales of a 
similar market to the colas. Philip Mor- 
ris, Owner of the brand, tried to sell it to 
PepsiCo for $380m earlier this year. The 
trustbusters put a stop to that, though 
Seven-Up is still for sale. But it has been 
barely profitable in the past two years; 
and Cadbury Schweppes, whose confec- 
tionery products lost ground in America 
last year, probably has enough on its 
plate. 
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an awful lot 


SAO PAULO 


scouts who visit Brazil’s coffee grow- 
‘to assess the size of their crop are 
producing smaller estimates each time 
ey get their boots muddy. The latest on 
gust 21st was that this year’s crop will 
the fourth smallest this century. The 

razilian Coffee Institute (IBC) puts it at a 
mere ‘11.2m bags, compared with a bump- 
crop last year of 30m bags (a bag 
ontains 60 kilogrammes). The greyish- 
green tinge of many of the coffee trees 
means that next year’s crop could be 20m- 
22m bags. Small wonder that coffee prices 
have started to jump again. 

_ At the beginning of the year, after a 
drought caused Brazil’s crop estimates to 
-be cut from 30m bags to 14m, prices shot 
up to $2.87 a pound. American and 
-European coffee roasters built up stocks 
o eight-year highs; then they suddenly 
stopped buyi ing, causing the price to nose- 
dive to $1.70 in June. Now prices are once 
ore touching $2.00. 

Brazil has been slow to sell its coffee. 
meteorologists predicted a frost which 
Id damage the crop and cause prices to 
et further. Of its export target of 
m bags for this year, only about 6.5m 
VE p been am so far. An recent 


“Until 
1987 “when. the next batch of 

fee arieties from central Ameri- 
omes onto” the market, Brazil looks 
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In the past 12 months, the price of crude 
oil has halved, from $28 to $14 a barrel. 


The trade-weighted value of the dollar- 
(the currency in which oil is priced on the 


international market) has fallen by 20% 
Taken together, that ought to mean that 
motorists are. enjoying substantially 
cheaper petrol. Most seem to expect that 
pump prices should have dropped by 
60% to 70% since the summer of 1985. 
They haven’t. Pump prices fell by only 
4.5% in Italy in the year to mid-August 
1986 (see chart). In Japan, they. went 
down by only 12%. The United States, 
which already has the cheapest petrol in 
the industrial world, has had the biggest 
drop (29%). And this month petrol 
prices have started bobbing up again: on 
August 25th, oil companies in Britain 
said they were raising pump prices for 
the second time in two weeks. Prices in 
the United States are also rising. Higher 
prices for crude oil in the wake of OPEC’s 


Fall in petrol prices (in focal currencies) 
August 1985 - August 1986 
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agreement in early August is the excuse. 
All this reinforces motorists’ suspicions 
that companies rush to put pump prices 
up when oil prices rise, but dawdle 
before cutting them as oil prices fall. 
Such suspicions are not as well-found- 
ed as motorists believe. True, oil compa- 
nies are loth nowadays to subsidise mo- 
torists as they did for some of the 1980s 
by refining and selling oil products at a 
loss and with minimal returns on capital. 
They say they now need the profits they 
make on refining and marketing because 
falling oil prices have slashed those they 
usually get from producing crude oil. 


Awkwardly for them, their accounts 
for the first half of 1986 are already 


showing windfall profits from refining 


$2.40-2.50 a pound. Much dearer and © cof 
too many consumers switch to other bev- 
erages. If all goes well, Mr Paulo Gra- ra 
do reckons. Brazil 4 

of . could . earn $3.5  billion-4 billion Mom a 


ciano, IBC’s president, 





work through in Japan partly because. 
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crude. The i be tö change how far petrol 
prices excluding tax have fallen. In all 
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the cheaper oil takes longer to get there. 


A bigger reason why Japanese motorists 
have benefited so little from cheaper oil 
is that the government has long sought to 


subsidise its inefficient refining industry 
by banning imports of petrol, and by 
decreeing that petrol should cost. more 


than other expensi Pe be tela 
oil a e ft il fo | 
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Sources: international Coffee Organisation: Brazilian Coffee institute 


ffed up domestic demand for consumer 

ods, including coffee. Brazilians drink 
/m bags of coffee a year, second only to 
Americans. The economic measures have 
also reduced interest rates and robbed 
coffee farmers of an incentive to sell their 
crop (the sooner they sold in the past the 
more interest they got on the money). 
This year, they may prefer to build up 
their stocks in the hope that world prices 
will continue to rise. 


Tin 
Rattle, rattle 


SINGAPORE, BANGKOK AND LA PAZ 





Ever terrified of a free market, the Asso- 
ciation of Tin Producing Countries—Ma- 
laysia, Thailand, Indonesia, Nigeria, 
Australia, Bolivia and Zaire—is asking 
Brazil and China to join it in an effort to 

Op up prices. When tin prices were last 

_ pt too high, both these countries natu- 

rally mined more tin: Brazil's output of 
tin this year will be about 25,500 tonnes, 
double its level of three years ago; and 
Chinese sales last year reached 9,000 
tonnes compared with only 2,500 tonnes 
in 1983. Add to that the tin being released 
from stockpiles following the collapse in 
October of the International Tin Agree- 
ment, and the producers are forced to 
conclude that the tin price (now only 
around $5,500 a tonne) will resume its 
slide. 

Since producers and consumers togeth- 
er were unable for long to prop up the tin 
price, can producers alone be any more 
successful? Probably not, especially as 
the upheaval caused by the tin-price col- 
lapse’ is causing most producing coun- 
tries—including Britain which is spending 
£25m to keep its own Cornish tin mines 
open—to feel they must continue to defy 
market forces by keeping uneconomic 
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production still flowing. 

In Malaysia, the world’s biggest tin 
producer, the mines have been hit hard. 
The number of gravel-pump mines in 
operation has fallen from 357 last Octo- 
ber to just over 100. A third of the 46 
dredgers operating at the time of the price 
collapse have now been shut down. Rea- 
lising that the brunt was being borne by 
the Chinese communities of Perak state in 
particular, the Malaysian government an- 
nounced a $27m aid package (including 
unsecured soft loans and cheap electric- 
ity) in time for this month’s elections. It 
need not have bothered. Most Chinese 
voted for the opposition. 

Indonesia, the world’s second-biggest 
producer of tin until a spurt last year by 
Brazil left it trailing, is subsidising its 
miners in a different way. Around 85% of 
the country’s output comes from the 
State-owned PT Tambang Timah mining 
company. The firm is under government 
pressure to keep its 28,500 employees on 
the payroll. That may not prove too 
difficult to do: the company is one of the 
world’s lowest-cost producers of tin and is 
even talking of expanding output this year 
to 27,000 tonnes from 1985's 22,000 
tonnes. The expansion might lose it mon- 
ey, but may keep its workers in jobs. 

Thailand’s tin industry is in much the 
same Straits as Malaysia's. Almost half of 
Thailand’s 595 mines have closed. Some 
would have shut anyway because their 
supplies of tin were exhausted, but the 
government says 204 were closed because 
of the fall in the tin price. The Thai 
government's answer to unemployment 
in the mines—some 4,000 miners out of 
10,000 are now redundant—is to cut 
costs. It has removed the special “envi- 
ronment” levy on mining companies, 
lowered the royalty companies must pay 
on Output, and cut the tax from 4.4% to 
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1.1% of the selling price. 

Only about 10% of Bolivia’s foreign 
exchange now comes from exports of tin, 
but the collapse in the tin price has spread 
misery among the employees of COMI- 
BOL, the state mining company. The 
closure of its Catavi mine has thrown 
thousands out of their jobs. Earlier this 
year, the government “retired’’ 1,000 
miners; now another 3,800 may go. Boliv- 
ia is one of the world’s highest-cost pro- 
ducers, so the government has set aside 
$35m to cover the cost of running down 
its industry. It has encouraged workers to 
pan for gold in the rivers of north-eastern 
Bolivia. Many are drifting instead into the 
production of cocaine, still one of Boliv- 
ia's most profitable industries. 

Since the collapse last year of their 
international agreement, tin producers 
have no longer had to worry about export 
quotas. So, with lower government taxes 
to pay on their output, South-East Asian 
producers may be tempted to put more 
tin on to an already glutted market. (A 
surplus of 53,600 tonnes is predicted by 
the end of the year.) If the tin cartel’s 
members impose new quotas, the private 
companies will simply smuggle their tin, 
as before, to Singapore for re-exporting. 
Either way, the result will be lower tin 
prices. There could be a temporary rise in 
price, followed by more oversupply, if 
rumours spread of the negotiation of 
another international tin agreement. No- 
body yet believes that is possible. 
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ni f ‘reli: 65-year-old grandson 
founder of Fiat, has been boss of 
group since 1966. He will want to be 
d for the second half of that 
stretch rather than the first. When his 
father died in 1946, the young Ag- 
_nelli’s war record fighting on the Ameri- 
can side after the Italian armistice helped 
_ keep Fiat, long the symbol of Italian 
private capitalism, from rough treatment 
at the hands of the American occupying 


become a globe-trotting playboy, leaving 
he group to be run by Vittorio Valletta, a 
ormidably autocratic engineer and close 
associate of the firm’s founder. 

> Taking over from Valletta in 
1966, Mr Agnelli’s first move was 
to loosen the tightly centralised 
structure that Valletta had created: 
too. many management decisions 
came to the top, and the company 
was slow on its feet. With the aid of 
American consultants and an eye 
on. the model of General Motors, 
he group was organised into divi- 
ions under a central holding com- 
y P Mia the fashionable 

















What looked like. a crumbling dynast 
d trial ani stockmarket- revival. ` 

arable of many of European industry's maladies in the 1970s and cures 
n ti Yet with its recovery behind it, Fiat remains a protected 
nd therefore vulnerable carmaker seeking ways to secure its future 


forces. But Mr Agnelli was happy to. 


eight years ago now leads Italy's 
he story of Fiat's fall and rise is a 


sales. When OPEC quadrupled the price of 
oil in 1973-74, Fiat not only started losing 
money, but embarked under Mr Agnelli 
on a disastrous strategy that was to hinder 
its recovery. The first thing that went 
wrong was Mr Agnelli’s drive to diversify 
away from motor cars and into public 
transport. The core business of carmak- 
ing was starved of investment while Fiat 
built up its activities making transport 
equipment. Mr Agnelli was still very 
much in day-to-day control, and he was 
convinced that growth had gone out of 
the car business. 

Gradually, however, the car market in 
Italy and the rest of Western Europe 
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level. as tena of the Ttalian mp 
association, he negotiated the extensic~ 
of the infamous scala mobile system 
wage indexation. This was supposed to 
buy labour peace and put an end to” 
mounting disruption in Italian factories. 
It did nothing of the sort, and wage costs 
leapt; Fiat’s productivity lagged far be- 
hind that of European competitors such 
as Volkswagen and Peugeot. Nor were 
Mr Agnelli’s international forays any 
more successful. A tie-up with Citroén in 
1968 failed and had to be undone by 1973. 

Mr Agnelli’s first attempt to stop the 
rot he had started was a disaster; too: At 
the urging of his much younger. brother, 
Umberto, he brought Mr Carlo de Bene- 
detti into Fi iat as a managing director. Mr 
de Benedetti’s. components group 
had been taken over by Fiat in a 
deal which made Umberto’s college 
friend the second largest sharehold- 
“er, with 5% of the stock, after the 
J Agnelli family, with 33%. There. 
followed 100 days of vicious corpo 
& rate infighting. It ended when bi 
J = brother Giovanni decided that Mr 
de Benedetti was to be shown the ` 
door. “He is the sort of person who — 
_ could only run a thing if he could- 
run it totally, so there was- no n 
possibility of agreement on that,” 
recalls Mr Agnelli. “We both rea- 
lised it immediately. He would 
have run the whole thing on his 
own, probably well, but that was 
not my intention. Te s as simple as 
that.’ eee 

























AGNELLI AND FIAT 


F 


in a woeful state. Absenteeism in its 
factories was running at 20% and every 
kind of racket, including prostitution, was 
rife. Managers were terrified to enter 
parts of the plants, far less manage them. 
The upsurge of Red Brigades terrorism 
was to claim the lives of four Fiat manag- 
ers; 27 others were shot and wounded. 
But then street demonstrations against 
terrorists began, and Mr Agnelli sensed a 
change in the public mood. He was stung 
particularly by the murder of one close 
associate, Carlo Ghiglieno. In September 


Ghidella: nice guy 


1979, Fiat fired 61 workers suspected of 
terrorist connections and successfully de- 
fended a court challenge under Italy’s 
labour laws. 

Then, in the middle of 1980, Mr Ag- 
nelli stepped back from management and 
made some vital changes in the compa- 
ny’s senior ranks. His brother Umberto 

»ved from being group managing direc- 

r to become deputy chairman, the post 
he holds today. At the time he was 
quoted in a newspaper headline that 
resounded round Italy: “My name is 
Agnelli and I cannot run Fiat.” Into his 
place stepped Mr Cesare Romiti, who 
had joined Fiat in 1974 as a financial 
expert after three years running Alitalia. 
To run the car business day-to-day, Mr 
Agnelli appointed Mr Vittorio Ghidella, 
a tiny, dynamic—almost Napoleonic— 
figure who had been boss of Fiat’s ball- 
bearings joint venture with Sweden’s SKF. 

Mr Romiti immediately started making 
the sort of changes that Mr de Benedetti 
had proposed three years earlier. In a 
move that shocked Italy, he laid off 
23,000 workers—taking advantage of a 
state scheme that paid 90% of their 
wages. The unions called a strike that 
lasted 35 days before it ended in theatrical 
fashion. Some 40,000 Fiat workers, un- 
happy about the strike, marched through 
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the streets of Turin demanding the right 
to go back to work. On the next day they 
all did. The union’s grip on Fiat was 
broken. 

Today, barely one Fiat worker in four 
is a union member. It was the end of Mr 
Agnelli’s softly-softly approach to trade 
unions, and the beginning of the group’s 
spectacular revival to its present position 
as the most successful car company in 
Europe. 

Mr Agnelli, who admits that he has 
never been a professional manager, main- 
tains that his greatest strength has been to 
pick the right people to run Fiat. “But I 
usually think the last decision is mine,” he 
adds. “I instruct through proven profes- 
sionals but they don’t take decisions of 
any importance without consulting me.” 


Changing gear 

With the appointment of Mr Romiti and 
Mr Ghidella, Mr Agnelli was soon called 
upon to approve a string of drastic deci- 
sions as the pair proposed a detailed 
strategy for recovery. The diversification 
of the 1970s was thrown into reverse. Fiat 
closed its steel business and sold off the 
public-transport services it had gone into 
after the quadrupling of oil prices in 1973- 
74. Small, inefficient factories such as 
Lingoto and Vado Ligure were shut. The 
company withdrew from the American 
car market, where it could not compete 
with small Japanese cars. Other unprofit- 
able markets—South Africa and Latin 
America, except Brazil—were aban- 
doned. In its earth-moving-equipment 
business, Fiat-Allis, plants in England 
and America were closed. | 

But some non-car businesses were 
strengthened. Since 1980 Fiat has boosted 
its aerospace subsidiary Fiat Aviazione 
and expanded in telecommunications— 
most recently by starting to merge its 
Telettra company, which is strong in 
transmission equipment, with the state- 
owned Italtel, which is strong in electron- 
ic public exchanges. The in-house auto- 
mation equipment company, Comau, has 
grown to become a world-class contender 
in that field. Fiat has also gone into 
electronic components, acquired control 
of the Snia-BPD textiles and armaments 
group and created its own bio-engineer- 
ing firm, Sorin. 

Within the car company, the revival has 
had two sources. First, Fiat gambled 
heavily on one car, the Uno, introduced 
in 1983 as a late entry into the crowded 
supermini class. It succeeded beyond all 
expectations, rapidly gaining 5.1% of the 
European market and allowing Fiat to 
challenge Volkswagen for market leader- 
ship in Europe. 

The other part of the revival plan was 
to invest more in modernising car produc- 
tion. The Robogate automation system, 


developed internally by Comau, was a 
technical breakthrough, enabling Fiat to 
push three or four different bodies 
through the same assembly line without 
re-tooling. Thus production could be 
switched to match changing demand with- 
out extra investment. An automated en- 
gine plant was opened at Termoli in 
south-east Italy to make a new engine 
developed jointly with Peugeot. Overall, 
productivity has soared: on average, each 
Fiat worker now produces 29.4 cars a year 
(to use the industry's rough measure of 





efficiency) compared with only 14.8 in 
1980. 

The new top men have made other 
changes. They have reduced the number 
of suppliers from 1,000 to 600; of car 
models from ten basic bodies to six; and 
of engine types from 36 to 24. The cars 
are simpler, too: the Uno, for example, 
has a third fewer parts and only half as 
many welds as its predecessor, the Fiat 
127. The result of such measures has been 
to lower the break-even level of Fiat Auto 
(the car-making arm of the group) from 
1.5m cars a year to 1.1m. 

At group level, the recovery in profits 
has been dramatic. (The chart on the next 
page shows the improvement since 1981, 
the first year in which Fiat produced 
proper consolidated figures.) This has 
enabled Fiat to go to the stockmarket 
twice to raise 675 billion lire in 1984 and a 
further 1.12 trillion lire last April. The 
shape of Fiat’s investment is changing 
fast. After re-equipping the car factories, 
the company is concentrating on develop- 
ing more models to maintain the momen- 
tum created by the launch of the Uno. 

This should have been the time when 
Mr Agnelli, as overall strategist, could 
stop worrying about cars and concentrate 
on those interests—the “other Fiat” as 
they call it in Turin, where growth is 
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faster aaa 1 profits: fatter: Mr Agnel 
always been pessimistic about the future 
of the European car industry, with six big 

groups slugging it apne themselves 










































ord. Europe. Ford, ekak in CE ain 
urope and larger cars, Fiat, strong in 
southern Europe and smaller cars, might 
have been a good fit and would have had 
a quarter of the European market be- 
tween them. But the merger talks ended 
because Mr Agnelli could not face sharing 
control of Fiat with Americans. 


Weaknesses still 

e failure of the Ford merger has left 
Fiat exposed. Despite its recent progress, 
its business base remains narrow. More 
an 70% of its production and 50% of its 
group sales are in Italy. In cars alone, it 
lepends heavily on its domination of the 
Italian market, where competition has 
_ been restricted. Fiat’s strength is confined 
to small cars, where the Japanese (and 
behind them the South Koreans) are 
more efficient still. Sooner of later, the 
_EEC will force Italy to drop that old 1950s 
_deal—which, ironically, was sought by 
-the Japanese to protect them from Italian 
_imports into Japan. Moreover, cars built 
by Nissan in Britain will qualify as EEC 
_cars and thus have free entry to Italy. So 
Fiat will eventually face tough challenges 
on its home patch, without the economies 
of scale that the Ford link would have 
given it. 

_ Interestingly, Ford’s recent overtures 
O state-owned Alfa Romeo quickened 
Fiat’ s usually languid attitude to the loss- 
naking Milan company. Some insiders 
xpected Fiat to link up with Alfa, if only 
stop Ford from expanding into the 
ilian market. Fiat managers, hitherto 
miy about the advantages of any tie-up 


homely revival for Fiat 


Sales by sector alas Sere en 
1985 total: 27-1 triflion tire 










. with Alfa, are now quick to see benefitsin t 
it. Fiat needs to become a bigger force in 


the market for (more profitable) large 


_ and sporty models; the Alfa brand name — sin 


would help. But Alfa’s owner, the IRI 
state holding company, has always been 
keener on a deal with Ford. 

Mr Agnelli’s response to the failure to 
merge with Ford Europe is to seek alli- 
ances across borders in the components 
business. He has been forced to accept an 
alternative view of the future of the 
European industry, one which sees closer 
links between car assemblers and compo- 
nents makers rather than the extinction of 
whole car companies. Fiat hopes soon to 
take control of two components makers— 
Solex and Jaeger—which are part of the 
French state-controlled Matra group. The 
mergers would create a powerful rival to 
the dominant West German Bosch 
group-——or would do if they go through, 
for the deals may be delayed by the 
process of denationalisation shortly to get 
under way in France. 

Fiat has had problems with collabora- 
tion and joint ventures in components. Its 
Termoli engine factory turns out the so- 
called FIRE engine, jointly developed with 
Peugeot of France. The engine is used 
only in Fiat cars, because the French 
government insisted that Peugeot build a 
parallel factory in France if it was to fit 
FIRE engines in Peugeot cars. Although 
Fiat executives play down the idea, Mr 
Agnelli himself still toys with the idea of 
bringing back Peugeot and adding Volks- 
wagen into a new round of collaboration 
on the engine, possibly by involving the 
Other two companies in building a new 
factory outside Italy and fitting the engine 
to a wide range of Europe’s small cars. 

While Mr Agnelli’s attempts to make 
Fiat more multinational are Eurocentric 
in the cars business, his ambitions are 
transAtlantic in other areas, notably de- 
fence. With the consolidation of Snia-BPD 
in Fiats accounts this year, defence 
equipment will rise to well over 10% of 
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satellites. Mr Aoil he 
soon sign a deal with the 
participate in the researc ustrial 
contracts flowing from the $ rategic D De- 
fence Initiative. (spi) and that Fiat. will 

become involved. “It is not so much the — 
money you make on it, but it is important 
to be sitting: round the table when they 
are talk 3 g ab out it,” h 















behind : Fiat's : Ta 
Technologies in the: 
15% of Britain’s | 


manding position in “Western B 
supplying the French Aerospatiale groun 
(Europe’s leader in helicopters) with th- 
gearbox and transmission equipment | 
which is the most expensive part of any- 
helicopter. Fiat’s aim in the Westland 
deal is to get a share, through its links 
with United Technologies, i in the Ameri- : 
can defence department’s -proposed | 
multi-billion-dollar programme for a new 
light battlefield helicopter. 

> years Fiat has been collabo- 
rating with United ` hnologies in the 
consortium (along. with Rolls-Royce, | 
West Germany’s MTU and Japanese inter- 
ests) making the vs 2500 civil jet engine. 
In the longer term, Fiat wants access to 
American: high technology i in areas such 
as composite materials, which will be 
crucial not only to the defence business 
but also to the fast-changing technology 
of road vehicles. The American link could 
enable Fiat to kee) | R&D in an. 
extremely expe ‘We shall 
soon be presenting United Tech 1ologie — 
with the bill for helping with their entr _ 
into Europe via Westland,” says one Fiat ’ 
manager, “and the currency will be tech: k 
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Listen to the bond for clues of 


cheaper money 


American banks have taken Mr Paul 
Volcker’s hint. On August 26th, a few 
days after the Federal Reserve Board cut 
its discount rate from 6% to 54%, they cut 
their lending rates for prime borrowers by 
half a percentage point to 74%. Wall 
Street rejoiced with a rally that left the 
Dow Jones industrial average just short of 
breaking its record. Before the dust had 
settled, investors were asking whether 
West Germany’s central bank would be 
the next to cut the cost of money. On 
August 28th, they got their answer: no, 
it for the time being. 

The world’s financial markets are en- 
joying an unusual kind of uncertainty. 
Few investors doubt that short-term in- 
terest rates have further to fall. The most 
recent cuts leave nominal interest rates 
lagging behind the drop in inflation that 
the biggest industrial countries have seen 
over the past year. But two headaches 
linger for managers of international port- 
folios. First, what effect will the central 
bankers’ push for cheaper money have on 
bond prices, and hence on the capital 
gains that managers hope to make? Sec- 
ond, what will it mean for exchange rates, 
and hence for the local-currency value of 
their investments? 

Anybody who knows how to answer 
those questions precisely should already 
be too rich to care. But some interesting 
clues about what the markets themselves 
make of it all are wrapped up in the prices 
of bonds and currencies. 

Central banks can use the interest rates 
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they charge their commercial-bank bor- 
rowers either to guide the cost of bank 
lending, or to raise the cost of short-term 
funds in the money markets, or both. 
Lately, these policy-determined rates 
have been nudging downwards (see the 
left-hand chart). The central bankers’ 
influence on long-term interest rates is 
less direct. If investors expect inflation to 
rise, they may require much higher re- 
turns on long-dated bonds than on short- 
term money. On the other hand, if a 
central bank squeezes short-term money 
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Trade-weighted exchange 
rates 
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tightly, short rates may rise above the 
required return on long-term money. 
Hence the “yield curve”, which shows 
interest rates at different maturities, can 
slope up or down (see the middle charts). 

The yield curves for America, Britain, 
West Germany and Japan have all shifted 
to lower rates over the past 12 months. 
None of them has become more steeply 
upward-sloping than before, which allays 
any fears that the central bankers have 
cut short-term rates too quickly. If any- 
thing, the reverse is the case. America’s 
curve has actually flattened, with long 
rates dropping more than short; this con- 
firms that the Federal Reserve Board has 
loosened its monetary policy more slowly 
than the market has changed its mind 
over the outlook for inflation. 

Long-term rates have fallen more than 
short-term rates in West Germany, as 
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< have gone roughly. hand-in- -hand with the 
all at the long end. Britain’s curve con- 
tinues to be a downward-sloping anomal- 
y pointing, some will say, to an exces- 
ively tight interest-rate policy. 

- The flattening of America’s yield curve 
xplains why most investors think that the 
Fed will be willing to bend to political 
ressure, and to cut its discount rate by 
10ther half-point soon. The danger sig- 
al of higher long-term bond rates— 
which imply that the markets fear faster 








































ieless, the Fed would be much happier 
bout the next cut if West Germany and 
apan seemed willing to cut, too. 

‘hese financial-market readings are 
ding many investors to avoid long- 
rm American bonds over the coming 

they are right that America is 
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bout” he : portfolio manager’ S 
irrency risk? The recent trend (see the 
Dehi hand. chart on the previous page) 
points investors towards buying yen and 
D-mark assets. But suppose the dollar 
‘started to climb again. Such a switch 
could wipe out any profit from capital 
gains in an American portfolio. 

~The table sets out the exchange-rate 
thinking of the London branch of Gold- 
man Sachs, an American investment 





on the four r major. currencies. 

merica’s loosening monetary 
tightening fiscal policy—as- 
al ibe ah in Con- 
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Direction of impact on ETES rate" 
US$ DM Yen £ 
Monetary policy ~ + 
Fiscal policy 
Interest rates 
inflation 
Growth 
Politics 
Trade 
Oil prices 
Source: Goldman Sachs. “minus equals. negative influence, 
zero equals neutral infiuence, plus equats positive influence. 
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Goldman Sachs think that sterling might 
rise is interest rates, which remain high. 


Elsewhere, it is an unhappy tale. Britain's 
‘monetary growth is unaccountably rapid; 


its fiscal policy is tight, inflation seems set 
to creep up; growth is sluggish; with the 
approach of a general election, political 
uncertainty is creeping in; the non-oil 
trade balance lacks lustre; and cheap oil ts 
a blow to the country’s foreign-currency 
earnings. 

True, forecasts of yields and exchange 
rates have a habit of proving laughably 
wrong. But they cannot be lightly dis- 
missed, They simultaneously mould and 
reflect the market’s thinking. And if this 
really is what investors in London, New 
York and Tokyo are thinking, the dollar’s 
bumpy ride downhill is not over yet. 


Gilts 





Under the hammer 


The Bank of England plans—teluctant- 
ly—to pick up the gavel in a series of 
practice auctions in Britain’s soon-to-be 
reformed gilt-edged market. The existing 
British way of selling government securi- 
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ties by taps and tenders gives the Bank of 


England lots of flexibility in choosing b 
when and at what price to issue stock. But 


pressures for a freer gilts market are 
growing in the run up to the introduction 


-of an American-style primary dealership 


system in October, following the London 
stockmarket’s Big Bang. 


_ weather looks fair, the Bank of England 


the tender system. Higher bidders are 


when there are aly six a ni waka (two. 
of which currently buy over 10% “of ; 
government stock). When economic | 








can announce a gilts issue which: the 
jobbers are invited to bid for—known as 






allocated more stock, but each jobber. 
pays the same price. This means that the - 
Bank has control over both price and 
quantity. of gilts sold. Leftover stock (“tap 
i pede out to the nein and. 





of them will Ibe biger enous to 
tender for whole issues. The result could: 
be chaos. So investment bankers with. 
experience as primary. dealers in Ame ce 
can Treasuries argue that a fully-fledged ; 
auction system is needed to impose 
discipline. | 
By this, they mean the Amara auc- 
tion method of selling Treasury bonds. 
Once every three months, three-, ten- 
and 30-year bonds come up for auction. : 
The 36 primary dealers submit bids to the 
12 Federal Reserve Banks, and receive __ 
whatever portio -is warranted. by their © 
bid, at the price they bid. The Treasury is 
obliged to sell the whole issue, with no 
discretion over price. The method. has 
definite advantages for the market-mak- = 
ers. They know exactly how much the 
government wants to raise, a. month in 
advance, and can manage their bond 
positions accordingly. British jobbers can 
get splashed by a tap at any: time.. 
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anese economy is slipping into recession for the first time in three 
> atest monthly report from the country’s Economic 
Agency. Despite that, the stockmarket is still setting new record 

cause Japanese investors have: 
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_ falling interest rates, cheap 
d government plans to shift. by 
ulation. the economy’ ‘s emphasis 
ports to growth | in domestic de- 
mand have been the sensible reasons 
that share prices in Tokyo have m 
igher, because these fac tors : 






























; ile New York’ 5 Dow Jónësi in- 
trial average rose by 23% betwee 
anuary 6th and August 26th, T 
Nikkei index was 43% higher 
„terms and 85% up in dollars, © 
i these. sensible arguments now 
tral for share prices. The yen 
at a level or at least the time 
k st; on August 
» Y155 for the first 
Oil prices have 
i urthe t-im. the Bank of 
Japan’ s disc é rate has been anticipat- 
< ed by the market in a burst of mid- 
„August share trading that took the Nik- 
kei index up to a record 18,936 on 
- August 20th; if the central bank does cut 
its rate, it is likely to be the last cut for 
Many months. Details o a Y3 trillion 
($19 billion) suppl budget are 
_. promised by Septer i ibur if, and 
ce when, the econor 
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nstitutional, individual and cor- 
ate investors have been flush with 
cash because of high savings set aside for 
old Bees and E investment in pos 

















ron ‘rising, eee the” : 
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few better places to put their 


pace set in the second quarter. Neverthe- 
less, Jardine Fleming thinks the inward 
flow will continue, albeit at a slower 
Yate, for five reasons: 

@ Plant and equipment investment and 
loan demand remain sluggish, making 
funds available for financial investment. 
A Bank of Japan survey taken in May 
showed that manufacturers expected 
capital spending in the current year to 
fall by 4.5% from last year’s level. 


_ @ Domestic interest rates remain low, 
making bonds and fixed-rate invest- 


ments comparatively unattractive. Yen 
government bonds currently yield only 
about 4.7%. 

@ Public-sector borrowing requirements 
for the remainder of this year and next 
are likely to increase—but not by enough 
to crowd out investment in equities. 


120 Total domestic securities investment 
and loans Net increase in assets, Y trilion 
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Though government borrowing is likely 
to expand by 7% to Y1.6 trillion in the 
year to March 31 1987 and a further 6% 
in the next fiscal year, that would still 
leave government funding needs below 
1982's peak of Y1.9 trillion. 

@ The growth of investment in foreign 
securities has slowed. In yen terms, the 


-growth of overseas securities investment 


by Japanese is likely to slow to 15% this 
year, against 1985's 80% growth. Jardine 
Fleming forecasts it will slow further to 


10% next year. 
|. @ Further relaxations of the limits on 
_ ompanies’ transfers to fokkin and other 
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= (from 3% to 3%) are likely, thus releas- 
- ing even more cash. 


Jardine Fleming reckons that, taken 


E together, these factors, after assuming 
-= total growth in bond investment of 9% 





< Y8.1 trillion, or a 41% increase, to. g0 
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and in foreign securities of 15%, will 
leave enough funds for net investment 1 
domestic equities to grow by 56% to- 
almost Y10 trillion in the whole of 1986. 
Even stripping out money that will go- 
into new share offerings, that leaves. 











into second-hand stocks. 







Weight of idiocy TS 
if these figures are right, they sugg $ 
that the recent helter-skelter rise in. 
nese share prices will not be sustained t 
the weight of money, but that. enough 
money will be chasing shares to put a 
floor under prices. If the market falls i 
the weight-of-money argument impl 
that it will not be far. 

However, two things could maki a: 
more painful. One is if some of t 
funds are drained away from dom 
equities. The biggest counter-attractio 
would seem. to be foreign se 
which look cheap to holders of 4 
their sales grew by 40% instead’ ol 
15% that Jardine Fleming guesses, : 
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would P room jor. investmen i 
domestic equities to grow by only 20%. 
The Ministry of Finance is letting pen- - 
sion funds and life insurers hold a bigger 
proportion of their assets abroad as part 
ofa loosening of capital controls to help 
check the yen’s rise. 

The sharper stab of pain would be if 
the market took a nasty shock from: 
outside. However big the pile of money 
in Japan, its owners aré not idii 
would not invest it if th 
risk of a fall too great. Af 
from, for instance, a batch of big 
ruptcies; recession being either long or 
deep enough to cut corporate profits — 
more than expected; a big increase in | 
government bond issues; property in- 
vestment being made more liquid. Or 
the one thing all dizzy stockmarkets 
should expect, the unexpected. 




























































y ja > "ae - FF es z x E , Pr = ¥; = Ta 








more volatile if the Bank becomes less 
able to vary the supply of gilts in response 
to market movements. 

The most likely outcome is the use of 
auctions as occasional extra funding tools 
for the Bank, but not the totaloverthrow of 
the tap and tender system. The Bank, 
cautious as ever, is expected to make a 
statementon the issue before October, but 
any dummy runs with auctions will almost 
certainly have to waituntil the new primary 
gilts dealers have found their feet. 


British shares abroad 


Alive and well and 
trading in America 


Companies are globe-trotting fast and 
furiously to find new investors for their 
shares. Last March, Britain’s chancellor 
of the exchequer, Mr Nigel Lawson, 
looked like fighting against this trend. His 
decision to impose a tax on British com- 
panies’ favourite way of tapping Ameri- 
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Jaguar goes for the greenback 


can cheque-books was expected to blight 
the market in British stocks traded as 
American Depositary Receipts (ADRs). 
Yet, after much compromise and confu- 
sion, ADRs are now alive and well again. 
Depositary receipts allow investors to 
buy foreign stocks with some of their 
foreignness removed. Banks in America, 
for instance, bundle up shares in a British 
or other company into often bigger trad- 
able receipts. These give the buyer divi- 
dends in his home currency as well as 
clearing and settlement systems familiar 
to him. American investing institutions, 
about a third of which are prevented by 


60 


law from buying foreign shares, are obvi- 
ous customers; Europeans are buying 
more and Japanese buying some. With- 
out depositary receipts, many companies 
reckon foreign investors would stay away 
from their shares altogether. There are 
1.5 billion shares outstanding in ADR form 
issued by more than 600 companies, over 
a tenth of them British. Some, but not all, 
are listed on a stock exchange. 

When Mr Lawson proposed a 5% tax 
on the creation of depositary receipts, to 
stem the migration of trading in British 
blue-chips from the expensive London 
Stock Exchange, everybody yelled at 
him. This induced him to cut the tax to 
14%. Many feared that this would really 
mean 24%, once the 1% stamp duty 
levied on all British share transactions 
was added. But by the end of July it 
became clear that dealers would be made 
to pay only a % penalty on ADR conver- 
sions, making a total of 14%. So, after 
weeks of paralysis, share conversions, 
trading and new ADR facilities are picking 
up. 

On America’s electronic over-the- 





counter market, NASDAQ, trading in the 
three biggest of its 16 British ADRs grew 
faster than the market itself, where vol- 
ume was 48% greater in the first seven 
months of 1986 compared with the same 
period in 1985. Average monthly trading 
volumes fell for only four of them ~be- 
tween January and July: Bowater, Glaxo 
(after a stock split led to a big rise in 
February), Fisons (up sharply in April) 
and Huntingdon International. 

British Telecom, one of the seven Brit- 
ish ADRs listed on the New York Stock 
Exchange, has seen trading drop to 2.5m 
shares so far this year, compared with 


10.4m in all of 1985. Activity in June, July 
and most of August, however, was three 
times higher than in the previous three 
months. Trading in British Petroleum 
doubled from April to May, then doubled 
again in August from July’s 1.5m shares— 
though oil prices probably had more to do 
with the surge than tax changes. 

Although there has been no special 
increase in the number of ADRs that are 
cancelled (changed back into normal 
shares), the rate at which shares are 
converted to ADRs has yet to recover 
fully. At Morgan Guaranty, the biggest 
depositary bank, Mr Dean Egly, head of 
ADRs there, says “we have less than half 
the deposits of UK shares that we had 
before”. At Irving Trust, the second 
biggest, volume is down by 15-20%, ac- 
cording to Mr Ralph Marinello, vice 
president in charge of global ADRs. Bank 
of New York, whose most famous ADR is 
Jaguar, says conversions are 30-4( 
down. 

But the number of companies whose 
shares are being turned into ADRs is 
beginning to grow again. Morgan Guar- 
anty has started a sponsored facility (ie, a 
company agrees to let one bank handle its 
ADRS) for Pentland, which owns Reebok, 
an American sports-shoe firm. Several 
banks are making informal ADRs out of 
Guinness, a British drinks group. Guin- 
ness plans to start a sponsored facility in 
October and to seek a NASDAQ listing in 
1987. Barclays Bank will be quoted on the 
New York Stock Exchange in ADR form 
in September. Both Barclays and Guin- 
ness have similar plans for Japan. 

British Gas is likely to be the first 
British company since March to raise 
capital through an ADR issue and the 
biggest since British Telecom. Most reck- 
on the ADR tax is not remotely big enough 
to dampen American interest in the ££ ~ 
billion-6 billion ($8.3 billion-9 billio 
flotation, scheduled for November. T.. 
long-term outlook for less dashing ADRs 
is less clear. From October 27th, ADRs 
will become unattractive again: stamp 
duty on all London share deals drops to 
$% and the penalty on ADRs rises to 1%. 


American tax reform 


Good for municipals 
and lawyers 





WASHINGTON, DC 


The detailed, legal language of America’s 
new tax bill is yet to be seen. As soon as it 
is available, lawyers will pore over it 
looking for loopholes, and for language 
that can be twisted into an unintended tax 
saving. It is for that reason that another 
tax bill, to correct “technical” errors in 
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li’s easy to participate: 

@ Please send us the order coupon — or if missing — a letter. 

@ Attach payment for the tickets you want, using either cash by 

registered airmail-postage, international postal order, cheque 

drawn by bank or travellers cheque. You can also pay for your 

ticket after receipt of the invoice. 

@ We send you the tickets, further information and the official draw 
schedule. After each class you receive the official winning list 

ie together with your ticket for the next class, as your previous ticket is 

a gE eliminated from the lottery after each class. 


; = e @ You will be notified each time you win within days. Your prize-money 
Now: each and every Friday 


will be transferred by cheque to any place you want. The prize- 

illi o money is paid to you free of German tax and the whole amount will 

a miiiion to Win... be paid without any deducations. You remain absolutely anony- 
mous. 





This extraordinary chance and others are offered to you by the govern- TA- r 
ment controlled NORTH-WEST-GERMAN STATE-LOTTERY. Extra- @ We guarantee fast, reliable and confidential service world-wide. 
ordinary! Every 3rd ticket-number wins gmoney within the period of 


the lottery. Total winnings for the 77th lottery will amount to about 


169 million DM. Alone the Super-Jackpot entail 28 million DM. This is. why it is interesting for you to join 


The maximum Super-Jackpot the lottery: 169 million DM prize money 


2 x 2 million DM as maximum prize-money 


é x 1 million DM 


alone comes to 2 x 2 million DM. 18 x 1 million DM or 180 x 100.000 DM 





The prize-money is paid in DM, one of the strongest currencies in the and in addition: 
world. Thelottery runs overa period of 6months—oneclass per month. lst- 
Sth class gives you four chances in each of the four weekly drawings. The 
6th class offers you 6 chances - that is 6chances to win! The prize-money ; a 
increases from draw to draw. All drawings are supervised by state audi- Mail to: Walther Ruge > Heidenkampsweg 32 s 

Ors. D-2000 Hamburg 1 - West-Germany i 


amine Order Coupon ---------------- D6 


200.380 x prizes up to 80.000 DM 









The 77th NORTH-WEST-GERMAN STATE-LOTTERY runs from September 26th, 1986, to March 20th, 1987. 
Win 100 % with a 1/1 ticket, or 50% with a 1/2 ticket or 





Secure your chance to win now! Mail your coupon taday! 








ampsweg 32 - D-2000 Hamburg | - W.-Germony 25 % with a 1/4 ticket. Don’t forget: either way, every 
Please write inGerman© EnglishO Mr.© Mrs.O Miss O 3rd ticket number wins guaranteed! Try your luck! 
Goor Stier prenng pisso Please fill in the number of tickets you want to order with 
ERR Pf SRE a es A GH HDs G this coupon 
ee bg A S O A E A O N O S eA S E E E 
L ee 


AeL aO ss a S S e S E a O 
> By RET TR ES A SD a eT A S a S a N O O 
Country | WS | kat a eae ,— (approx 104- USSor 70, 
Charge my O DINERS CLUB O AMERICAN EXPRESS -Card 











* The qouted US-$ or £ equivalents are only a rough estimate. For 








Name of Card Holder E exact exchange rates please ask your bank. 
ua O f E y E N ESS Ta a A A O es e S a E A A A 
Expiration Date | | i i) i i tippy pris) All prizes are for all 6 classes including air mail postage and 


winning list after each class. No additional charges! Valid only 
Owens oc 


OES EE i where legal! vass ony where ioga. Not avaiatie to residents of Singapore 








= 
x 
- S ‘ 
| m 
. > i 
7 $ > - on 
i wv o% 
ts i 
(> -Ar 
4 , ‘ 
R] 
` 
- 
TOR 
> æ} 
f s 
7 
` T 
e Y a diid 
» A. 
‘ 
ty, ip 
~ kad 
aa 
| 
+> 
E 4 
r . 
t 
4 
- 
A, 
uy 
4 


aes) Mi cs 






‘> ere ee, 


“Ae 


(a 
> 


g 


mer 


f 


t 


2 
2 


give absolute first priority to antici- 
siti customers: the Reeds of our 
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shop visits from 1000 to 5000 hours. 


Yet, every design change behind 
these i improvements can be retro- 
fitted into engines we manufactured 13 
years ago. And the same thing will 
apply to the next generation of fuel effi- 


cient et caos now eres: 


ide. I Promises are not just a matter 


of road; intentions. Promises are 


meant to be commitments. 





setting passenger 
comfort and marketing opportunities. 
And now the all new Airbus A320. Years 
ahead of the competition and first with 
the right answers for the 150 seat market. 
j The most advanced family of 
jetliners in the world. 


© Airbus Industrie 
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this year’s effort, is likely to be intro- 
duced into the next Congress. 

But enough is now known about this 
year’s bill to get a broad-brush picture of 
its effects on individuals and their invest- 
ments. The box shows how Coopers & 
Lybrand, an accountancy firm, reckons 
the new tax rules will affect four imagi- 
nary American families each of which—if 
not strictly typical—at least has its real- 
life counterparts. 

Tax accountants and lawyers will not 
only be working out the detail of reform, 
they will also be advising their clients on 
tax strategies. The reform bill preserves 
the deduction for mortgage interest on 
two homes. Many individuals wishing to 
find big deductions will be tempted to 
mortgage both properties to the hilt and 
beyond, and to let their loan “leak” into 


other purchases. 

To try to stop that, the new bill plans to 
limit deductions of interest on loans big- 
ger than the borrower’s equity in a home 
if they are used for any purposes other 
than education, medical expenses or 
home improvements. But nobody is sure 
that such a system is enforceable. A 
market for low-deposit mortgages is sure 
to spring up, limiting the  bill’s 
effectiveness. 

Some favourite tax-efficient invest- 
ments are due to go, among them the tax 
deduction on up to $2,000 put each year 
into IRAs (individual retirement ac- 
counts), which are run by many mutual 
funds. Some analysts expect these monies 
instead to fuel demand for bonds issued 
by municipalities and charities, interest 
on which remains tax exempt. The poten- 


All-American tax families 


What is a typical American family? For 
tax purposes there isn’t one. So accoun- 
tants at Coopers & Lybrand invented 
four of them, and took an informed 
guess about their tax dodges. The hypo- 
thetical families range from the low in- 
come to the rich, the childless to the 
fecund—but, naturally, they all own 
their own homes. The table shows their 
tax bills in 1987 and 1988, under the new 
law and the existing law. 
Meet the folks: 

@ Family 1, with two children, has a 
salary of $30,000; pays state and local 
taxes (sales, income and property) of 
$1,236 a year; makes interest payments 
of $2,450; and donates $200 to charity. 
Their marginal tax rate under present 
law would be 22% both in 1987 and in 
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1988. Under the new bill, it would be 
15% in both years. 

@ Family 2 has no children but two 
annual salaries of $50,000 and $40,000 
and earns $1,200 in investment income. 
To save taxes, they take an $8,000 pas- 
sive investment (tax shelter) loss, and a 
$3,000 loss elsewhere. They pay, be- 
tween them, $4,000 into an individual 
retirement account (IRA), and get the 
two-wage-earner deduction of $3,000. 
The husband claims $1,000 in business 
expenses. They pay $4,952 in local taxes, 
$25,000 on mortgage and other interest, 
$700 to charity, and have found $3,000 of 
other deductions (lucky them). Their 
marginal tax rate under present law 
would be 33% both in 1987 and 1988. 
Under the new bill it would be 35% in 
1987 and 28% in 1988. 

@ Family 3 has three children, a yearly 
salary of $135,000, interest income of 
$3,500, investment income of $3,300, 
and a capital gain of $4,000. They pay 
$2,250 to an IRA, and $7,249 in local 
taxes. Their total interest bill is $31,000. 
They give a stingy $1,000 to charity, and 
find other deductions against tax of 
$1,000. Their marginal tax rate in 1987 
under present law would be 45%, and 
would remain unchanged in 1988. Under 
new law, it would be 39.5% in 1987 and 
28% in 1988. 

@ Family 4, with two children, scrapes 
by on a salary of $250,000 a year and 
directors’ fees of $56,000. They make a 
capital gain of $20,000 and take a rental 
loss of $25,000. They make $4,000 pay- 
ments to an IRA, pay $20,000 in alimony, 
and take $2,800 in a two-earner deduc- 
tion. They pay $28,392 in local taxes, 
spend $44,000 on mortgage interest, 
$12,000 on other interest, give $10,000 to 
charity (and so they should) and find 
$6,000 of other deductions. Their mar- 
ginal tax rate in both 1987 and 1988 


tial market for these bonds is huge. 
Though Goldman Sachs, a Wall Street 
investment banker, says that 92% of the 
tax-exempt bonds issued in 1983 and 1984 
were sold to households, only 2% of 
households held such bonds compared 
with 19% holding stocks and 17% with 
tax-saving retirement plans. 

If in doubt, form an oil-prospecting 
company (still sheltered from the tax 
storm) or invest in property. Some tax- 
breaks for real estate will go, but those 
who have at least a 10% interest in 
property and “participate actively” in its 
management will still be able to deduct 
losses from their taxable income. Even 
now, groups of yuppies must be sitting in 
non-alcoholic bars and planning to buy 
small, easy-to-manage housing develop- 
ments at inflated prices. 


would be 49% under the present law. 
The new law makes it 38.5% in 1987 and 
28% in 1988. 

Marginal rates affect incentives to 
work, because they show the amount of 
any extra income that the families hand 
over to the Internal Revenue Service. 
Economists care about such things. But 
what will matter more to the families is 
the difference that the reform makes to 
their total tax bill. Thanks to higher 
personal exemptions and lower rates, the 
first and least well-off family finds its tax 
bill cut—by $784 in 1987. The $80,200 a 
year family pays a lot more tax because it 
loses some of the tax shelters that it had 
used to such good effect until now. 
(Note, however, that under the existing 
law this family pays a smaller proportion 
of its income in tax than the poorer 
family—9.2% compared with 11.5%.) 

The pattern repeats itself higher up 
the income scale. The third family pays 
less tax because the cut in rates out- 


The American tax bill 

$ any Foniy Family Family 
Grossincome 30,000 80,200 145,800 301,000 
1987 tax: 

present law 3,454 7,370 31,880 66,132 
new tax bill 2,670 10,075 29,757 70,360 
net rise/fall (784) 2,705 (2,123) 4,228 
1988 tax: 

present law 3,370 7,174 31,345 65,439 
new tax bill 2,580 10,614 27,979 67,023 
net rise/fall (790) 3,440 (3,366) 1,584 


Source: Coopers & Lybrand. Brackets denote decrease in tax bill 


weighs the value of its lost deductions; 
the richest family pays more tax than 
before because the balance works out 
badly in its case. The change in the tax 
bill is proportionately much smaller for 
the best-off families than it was for 
families one and two. But that is the only 
simple rule about the reforms that seems 
to stand up. The idea that reform helps . 
the poor and the rich, while the people in 
the middle lose, does not. 
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Keeping the City in British hands 
will not be easy. Only eight of the 
City’s top 20 stockbroking firms 
have maintained their British na- 
ionality in the recent rash of 
acquisitions. It will be left to 
these and British banks to carry 
e flag. Eight of London’s 16 
Accepting Houses (merchant 
banks), and three of the four 
clearing banks, have joined the 
auction for market share in equi- 
ties and gilts after Big Bang abol- 
_ ishes fixed commissions on Octo- 
ber. 27th. Vying with foreign 
_ banks and securities houses, they 
have bought broking and jobbing 


house or hiring it. 
_.. Three years ago, the City v was 
as British as John Bull. It was 
also a cartel. Commercial banks 
dominated the hank-loan mar- 
ket, merchant banks were the 
prima: donnas of corporate fi- 
; stockbrokers. acted as 
agents for debt and equity inves- 
tors, and jobbers had a monopoly 
on market-making in securities. 
< To cap it all, commissions on 
-securities broking. were fixed at 
an average of roughly twice the 
rate in New York. Foreigners 
k the lead in the (far bigger) 
arkets for Eurobonds and for- 
exchange, but were banned 
membership of the London 
ck Exchange and hence from 
ding in British equities and 
its of the floor of the exchange. 
‘oday, fewer than 20 British 
tutions of any size are still 
> (see chart 2). They fall into 
ee broad categories: the levia- 





te spectators. 





ms that will take on the larger 








ent banks in providing the full 
ge of global financial services. 
eir success will be crucial to 


financial centre. They are: 


chant bank S. G. Warburg, stock- 
Akroyd & Smithers and gilts bro- 


firms, and are growing talent in- 


jans, the second-leaguers and — 
-The leviathans are. six British 


merican and Japanese invest- 


future of the City as a “Brit- 
| -~ (bzw), the product of the costli- 
-Mercury International, the re- 
sult of a merger between mer- 


broker Rowe & Pitman, jobber 
er Mullens. e still small l 


{0 “British” wili the City of London be in five years’ time? 
This brief looks at the survivin 
rms and how they are coping wit 
are after both their profits and their markets 


all-British stockbroking 
toreign competitors who 


(see chart 1), Mercury is the only 
British firm with a seat on the 
Tokyo Stock Exchange and, by 
most accounts, has managed to 


integrate its bits fairly smoothly. 


Of the six leviathans, it is proba- 
bly the biggest risk-taker in Brit- 
ish markets. It has a weaker 
banking base than others and 


most of its eggs are in the securi- 


ties basket. Even so, it is rated 
one of the most likely to succeed. 

Kleinwort Benson, the biggest 
of the merchant banks with an 
asset base of £572m, and owner 
of a broking firm, Grieveson 
Grant (cost: £44m). Kleinwort 
also wants to be a global invest- 
ment bank. It makes markets in 
60 international equities in New 


os aoe , 
| London's league 
Shareholders’ equity, June 1986 

24 Foreigners in Britain. 2 British firms 

0 $s 2 3 4 5 6 7 8 9 








4 Citicorp 






: syay National | 
Vl patie aui 





À Barclays Bank 






Chase Manhattan Bank 
Union Bank of Switzerland | 





WEE Lloyds Bank 











Merrill Lynch 
PA Kleinwort Benson 

A Mercury international? 
4 Morgan Grentell? 
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York and owns a small primary 
dealer in American Treasury 


bonds. It is also strong in swaps 


and Japanese securities, but has 

lost some senior people from its 

trading and research teams. 
Barclays de Zoete Wedd, 


est of the City takeovers. Bar- 
clays Merchant Bank acquired a 
stockbroker, de Zoete & Bevan, 
and the. leading jobber, Wedd 
Durlacher, for £120m. Its ambi- 


tions are also global, but BZW 


™ starts from a weaker intern 


long-term plans to interna 


al base, since the Glass-Steagal 







Act precludes banks from share “whol 


dealing in America, the world’s 


largest stockmarket. Still, with . 
parental market capitalisation of. 
£3.4 billion, BZW is one of the few 
British firms with real financial . 
muscle. The thorniest problem. 









could be managerial: making | 
complex ménage à trois work 


Morgan Grenfell, the leading 
merchant bank in corporate fi- | 











nance, aims to become a British 
investment bank first, with sot 


lise itself. It bought a medium 
sized broker, Pember & Boy 
and a jobber, Pinchin Denny, fo 


£30m. It has been one. of the 
heaviest poachers of brokers’ an- 


alysts and dealers. Morgan Gren- 
fell is one of the few serious 
contenders to have spurned ex- 
travagant spending on new 
technology. 

NatWest Investment Bank 
(NwiB). National Westminster, 
biggest of the clearing banks, has 
been in merchant banking since 
1976, when it formed County 
Bank, now the nucleus for a glob- 
al securities business. It paid 
£35m for a stockbroker, Fielding 
Newson-Smith, and a jobber, 


Bisgood Bishop. It is the most. 


successful of the clearers in creat- 
ing an entrepreneurial invest- 
ment-banking culture within its 


risk-averse commercial banking 


tradition. But with one of the 
City’s highest rates of staff turn- 
over NWIB clearly has personnel 
problems. 

Midland Montagu is the invest- 
ment banking arm of Midland 
Bank, and is mainly made up of a 
merchant bank, Samuel Monta- 
gu, which it acquired in 1967, and 


W. Greenwell, one of the City’s. 
top ten brokers. The new outfit strateg 


has a strong dealing bent, partie: 
ularly since incorporating. M 
land’s treasury division— _foreig 
exchange and other money 
market dealing—into the im 








with a 10% (but falling) n 
share. Since Midland’s disastrou 
purchase and resale. of Crocker 
International Bank, it has fought 
shy of the American market, Its 
main ambitions now lie in British 
and European securities markets. 


The second league | 


Some houses want to identify one. © 


or more markets in which they 
think they can excel and 





‘extend tr 










kets which oe suffer from li- 
- quidity 
could bein high demand. Flem- 
-ing will act as principal only and 
charge no commission, hoping to 
-attract other brokers as clients. It 


problems, this service 


o owns a small American in- 








’ vestment ‘bank, Eberstadt Flem- 
: merchant bank, Jardine Fleming. 





50% of an East Asian 


Another favourite is Mercan- 
House, more a financial con- 
; erate than a merchant bank. 
-money broker in New 
kyo, and plans to 
ding into the London 
securities markets. through the 
acquisition of a broker, Laing 
and Cruickshank. Tt hope: to be 
international but specialist oH 
One of the most exclu 
these niche merchants is I 
Brothers, which has scorned jou 
ing the throngs of new market- 
makers in equities. It has created 
a stock-exchange money broker 
which will help market makers to 
find stock they are short of. It 
plans to stay small, choosy and 
profitable. 
Schroder Wagg. is dipping its 














toe into the British equity mar- 
ket, committing a modest £10m. 


It is the only merchant bank, 
apart from Robert Fleming, to 
have taken a stake (50%) in an 
American investment bank, 
Wertheim. The goal is to link the 
British and American markets in 
carefull -selected areas. It is al- 
ready strong in Australia through 
its . merchant-bank subsidiary 
Schroder Darling, which sells 
piles of Australian. dollar bonds 
to Japanese investors. | 
Running with ‘an opposit 
is Hill Samuel, which å 
1g Wood Mackenzie, its whi 
ywned Edinburgh-based bro- 
< to build a British investment 
ik; Fully committed to Lon- 



















vest- don markets, it is looking only for 
ment bank. It is also big in gilts | ony 


tocholds overseas. 


The spectators 

Others know-—or think they 

know—what, they are good at, 
ki g to it. Cene 


















pack, Tt is the ‘only ‘big 
to have resisted all take- 


specialise in them. Their costs are. eig 


lower because they hay 
made extravagant acq 
The potential rewards are- ‘still 
large. Some will succeed. 

One of them is likely to be 
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| DCapitatisation of 
g EU: 
The same goes for Hambros 
which has 29.9% of a broker, 
Strauss Turnbull. Instead it has 
moved into estate agency, be- 
_. coming the biggest in Britain, and 
-retail financial services. Lloyds 
: Merchant Bank, a mere yearling 
in the race, is steering clear of the 
equities scramble altogether. It 
is, however, committing £25m to 
the gilts market. Expertise in the 
exotic East Asian markets is the 
corner of the market Baring 
Brothers intends to keep as its 
wn, although it too will dabble 
gilts through its acquired job- 
‘er, Wilson and Watford. 





















w financial conglomerates 










Management, corpo- 


investment m i 
rate finance, underwriting, secu- 
ties trading and equity re- 
tch—under one roof. For the 
- globally ambitious, these func- 
: tions have to be linked across 
_. borders as well. 

_ The biggest firms have opted 
for” an “integrationalist” ap- 
_ proach. This means managing the 
` businesses as one entity, save for 
fund management (for reasons of 
conflict of interest). All the ten 
biggest firms have merged their 
various components in enlarged 
-premises—at great expense and 
ith more than a little fuss. 

The next problem is getting 
backing: after Big Bang, 
ities trading will be a riskier 


uifing a capital base 
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sturdier than most British firms 
had a couple of years ago. Over 
the past 18 months, merchant 
banks have raised more than 
£750m on the Eurodollar mar- 
kets. Morgan Grenfell went pub- 
lic in June raising £154m, and 
borrowed another £140m on the 
capital markets soon after, taking 
its total capital to £559m. Mercu- 
ry raised £130m to bring its assets 
up to £440m. 

One big unknown is whether 
firms unfamiliar with trading can 
learn how to manage risk. A few 
know about it—Robert Fleming 
has been making markets in Brit- 
ish pharmaceutical and electrical 
shares off the floor of the Stock 
Exchange since 1984—but most 
lack the expertise. None of the 
big British brokers has followed 
the market leader in British equi- 
ties, James Capel (owned by the 
Hongkong and Shanghai Bank- 
ing Corporation), which will act 
only as commission agents and 
not make markets. 

The question of how firms will 
charge for their services—dealing 
and research—is still unan- 
swered. Most intend to make net 
prices, which means that charges 
are already taken off the prices 
dealt at. But they also hope to 
negotiate commissions with their 
clients to pay for large and grow- 
ing research costs. 

Coping with technology is an- 
other hurdle. Speedy transfer of 
information and execution of or- 
ders is going to be vital for the 
new firms. Most have swapped 


ticker tape and blackboards for 
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brand new computerised dealing 
systems. NWIB has spent about 
£25m and BZW £18m in this area. 
Several firms are having trouble 
getting their back offices ready 
for October 27th. 

Rapid change inevitably gener- 


ates internal problems, One is 


Sheer growth in numbers. In 
three years, Barclays Merchant 
Bank has grown from 350 to 
1,450 people, NWIB from 500 to 
1,675 and Kleinwort Benson 
Group from 1,670 to 3,346. Al- 
though these firms are still 
shrimps compared with Merrill 
Lynch, which employs 42,000 
people worldwide, the growth 
has been rapid and almost 
indigestible. 

Rehousing has been a top pri- 


` ority for most City firms. Bzw has 


the biggest of the new trading 
floors. With 600 desks on eight 
open-plan floors, its £5m-a-year 
prime site on London’s Embank- 
ment looks like a Star Wars film 
set or, cynics would say, the 
white elephant of the 1980s’ bull 
market. American securities 
firms are used to crowded pay- 
rolls, but the traditional City 
bankers, brokers and jobbers are 
still wondering what has hit them. 

The problem of size is com- 
pounded by a clash of cultures. 
The familiar cry from many bro- 
kers is that bankers fail to under- 
stand the securities business, and 
from jobbers that brokers have 
no concept of risk-taking. Little 
wonder that the merging of dif- 
ferent City firms is causing fric- 
tion, which is worst in those that 
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are most ambitious. This, plus 
the lure of money, is why. many 
companies have lost valued trad- 
ing and research teams to rivals, 
Top-notch traders and analysts 
command six-figure salaries. ~ ` 

While City salaries soar, share- 
holders and partners are keeping 
an anxious eye on profit margins 
in their securities businesses,- 
From October, there will be 27. 
market-makers in gilts and 25 in 
equities. Faced with this kind of — 
competition, most firms know- 
they are going to lose money 
first, perhaps even for years. 
That prospect is unpalatable in an 
industry which has grown used to 
bumper profits on the back of a 
1-year bull market. Salaries an 
jobs will suffer. = : 








And afterwards? — 
If London follows New Yor 
example, a handful of firms w 
dominate the market within te: 
years. Will any British groups be 
among them? British firms loo! 
attractive—and affordable—to 
rich, ambitious foreigners. Wit 
a market capitalisation of ove 
£20 billion, Japan’s largest securi 
ties house, Nomura, could, if- 
were allowed, buy all 16 mem 
bers of the Accepting House 
Committee (the elite of Britain's 
merchant banks) and barely fe 
the strain. The Americans a 
Japanese are doubtless. waiti 
for the dust to settle after- 
Bang before deciding who to 
By then there may be even bett 
bargains around. ae 
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id’s worst nuclear accident was 

y a bungled attempt to test a 

r part of the safety system of reactor 

number 4 at Chernobyl. The operators of 

_ the reactor behaved he cea man in testing: the 
trigger on his pistol, with th 


















| 1 from a mee Sa of the Inter- 
national Atomic > Ener) Agency (IAEA) 
in Vienna this week. The Russians blame 
human folly for the disaster: their report 
says that engineers at Chernobyl violated 
= six safety procedures rather than stop a 
-test that was going disastrously wrong. 
_.. Human error, though, is not the whole 
Story. Mr Valery Legasov, the leader of 
_ the Russian delegation, conceded 
that the architects of the RBMK 
reactor should have foreseen the 
possibility. of mistakes. Since the 
accident, the chief designer of the 
RBMK has been sacked and half of 
the 18 such reactors in operation. 
have been closed down for alter- 
ions. This will hurt: Russia gets 
Yo of its power from nuclear 















BMKS. 
s€ of the test that be- 
| April 25th was to see 








3 ors had aad k: the rie 
agi than ee would 


icit could ‘be used tor some a 
of the reactor’s emergency cooling 
“systems. 

That, in itself, was a peculiar 
thing to want to do. For a start, 
uch extra power is available only 
the few minutes after the reactor _ 
connected from the turbine; 
cy yams needs a + SUP: z 










sian roulette at Chernobyl 





VIENNA 


piy of electricity that can be sustained. 


The Russian engineers may have been 


worried about the prospect of their auxil- 
lary supplies failing, or cutting in too 
slowly during an accident. But it is still 
odd that the experiment was done on a 
working reactor, rather than on a com- 
puter model or on a turbine testbed in a 
manutacturing plant. 

The engineers running the test were in 
a hurry. They wanted to take advantage 
of the fact that reactor number 4 was 
being closed down for routine mainte- 
nance, If they failed to take their mea- 
surements during this closedown, they 
would have had to wait a year for another 
chance. This may be one reason for their 
willingness to violate a series of basic 
safety procedures. 

Safety did not, anyway, loom large in 





i Experiment gone disastrously 2 









anybody’s mind. The Russians admit tha 
safety planning for the test was carrie 
out in a “purely formal way”, despite the 
fact that the test would entail switching 
off the reactor’s emergency cooling sy 
tem for four hours. The only precau 
specified in advance was that all swi 
operations would have to be approved | 
the shift foreman or referred to the offic 
in charge—an electrical engineer who was 
not a specialist in nuclear reactors. 
During the morning of April 25th, the- 
power output of the reactor was reduce 
steadily. At 1.05pm that day one of the 
turbines (no 7) was disconnected from the 
reactor. The cooling pumps 
switched so that they drew their electric- 
ity supply from the other turbine powered 
by the reactor (no 8), the one on which | 
the experiments were to be done, The 
emergency cooling system was then dis- 
connected from the reactor. a : 
At this point there was a delay, becie 
the output of turbine 8 was still needed 
for the electricity grid. The reactor was — 
left running at low power without an 
emergency cooling sysfem attached—_ 
safety violation number one. At Hpm 
that evening, the experiment was 
resumed. To get the reactor’s out- 
put down to a suitable level (700- 
1,000. megawatts), the automatic 
control system was disengag 
violation number two. But i 
reactor now under manual contro 
the operator failed to Habe < 
put dropping rapidly 
megawatts. Co antag 
Xenon, an inert gas prada sdb y 
some nuclear reactions, h 
to build up in the nuclear fu 
would not normally matte: 
xenon absorbs neutrons; 
slows down the chain reactio: 
low operating power, that can: 
the power output even lower 
the operators would have to pu 
the control rods farther out to try t 
keep power from dropping off too 
far. By lam, they had managed t 
nudge the reactor’s power outpu 
back up to 200 megawatts, though 
not up to the 700-1,000 megawatts 
originally envisaged. for the test: 
Yet the operators decided t to Nie ; 
on. Í 
They then engaged two m 
coolant pumps (six were alread 
operating) as part of the experi 
ment. This was safety l vio } 















































































vibration in water pipes. In the event, the 
-sudden spurt of water cooled down the 
steam drums and cut the amount of steam 
‘being generated. The steam pressure 
dropped to a level at which the reactor 
would automatically signal an emergency 
ind shut itself down. So the operators 
itched off the warning devices—viola- 
jon number four. At the same time, the 
eactivity of the reactor dropped so low 
hat a computer warned the operators to 
shut down the reactor. They carried on— 
violation number five. 

At.1.23am, the control valves of tur- 
xine 8 were closed and the free-wheel 
xperiment began. There was still anoth- 
r safety catch in place: if needed, both 
turbines would re-connect automatically 
the reactor. Yet this y was switched an 



















“What ees next was that the four 
jumps powered by turbine 8 began to 
slow down as the free-wheeling turbine 
slowed. Water flow dropped, more steam 
was generated, pressure increased. This 
caused a surge in the power of the reac- 
tor. Within three seconds it had reached 
_ $30 megawatts. The shift manager at last 
responded by frying to shut down the 
_ reactor: He gave the command to drop 
the control rods into the core, but— 
perhaps: because they were too hot and 
< had warped—they would not all go in 
_ properly. The operator cut off the lower- 
< ing mechanism so that they fell in under 
-their own weight. Twenty seconds later, 
-at 1.24am there were two loud bangs. 
The bangs were probably caused by a 
“steam explosion, in turn caused by local 
Overheating of the water tubes as the 
eaction surged. Pressure increased, the 
tubes ruptured, steam reacted with the 
irconium cladding of the disintegrating 
uel rods, giving out still more heat; and a 
ighly explosive mixture of carbon mon- 
xide and hydrogen (from a reaction of 
raphite with steam) escaped into the air 
ibove the reactor, where it exploded— 
estroying most of the building and kill- 
g two people. | 

Vestern nuclear neta in Vienna 











hee economic case ie peti so was sabes: 
‘jutely compelling”. Few of the conferees 
yere inclined to contradict him. Nuclear 
energy, remarked» Dr Hans Blix, the 
AEA’ s director general, | has. passed the 





number shies too imdi cooling water, 
running through the reactor can make — 
‘pumps break down or cause dangerous 









































Volcanic gas 


Unsettling 


When the death toll is complete, the gas 
emitted from the volcanic Lake Nyos near 
Wum in north-west Cameroun may have 
killed nearly 2,000 people. The incident, 
described as a geological catastrophe, has 
surprised scientists because it appears to 
be only the second time such an explosion 
has occurred, and because so many peo- 
ple were killed. In August 1984, a similar 
gas emission from a nearby lake in a 
volcanic crater in Djindoum killed 36 
people. 

The gas swept over into the valleys 
surrounding Lake Nyos and, being denser 
than air, sank to suffocate and poison the 
inhabitants below. Most scientists reckon 
that the gas was a mixture of carbon 
dioxide with traces of hydrogen sulphide 
and carbon monoxide. Whatever its con- 
tent, it killed all life forms within minutes. 
The official death toll by mid-week was 
over 1,500 but at least 20,000 local resi- 
dents are believed to be affected. Doctors 
are keen to know the precise content of 
the gas in order to treat the survivors. 
Hydrogen sulphide affects that part of the 
central nervous system controlling respi- 
ration; carbon monoxide poisons the 





blood; and carbon dioxide suffocates sim- 


ply by depriving the body of oxygen. 
What makes the incident exceptional is 
that volcanic gases are not usually so 
toxic. They tend to be released slowly 
from several different sites along a volca- 
nic ridge; once released, they are usually 
dispersed by wind. At Lake Nyos, the gas 
was released suddenly, at a single site, 


and remained highly concentrated. 


Lake Nyos lies in the crater of a volca- 
no which forms part of a longer chain of 


volcanic peaks formed several. million. 
years ago, reaching from the Atlantic 
coast of Africa into eastern Nigeria. No- 
body is quite sure why these volcanoes 
should be present in this geo logically 
stable region of West Africa. Neverthe- t 
_ less, the “Cameroun line”. is recognised t 


ne oun erupted in 


` Why should active, lake-filled craters 

suddenly release toxic clouds of gas? One 
possibility is that, though extinct, the 

crater lakes contain small volcanic 
“cones” which continue to 

en, say, an earthquak: a which conid 






NÌ have happened at Lake Nyos several 


months ago—the lake bed might. then 
have been stirred up enough to enhance 
the release of gas. The gas would be 
trapped at the bottom of the lake until 
enough | had collected to cause the water 
to “overturn’—ie, water at the bottom, 
made lighter by absorbing carbon dioxide 
from the gas, suddenly i 
overlying blanket of heavier water at the 
top of the lake. Result a flip-flop, trig- 
gering an explosive release of gas 
Though unlikely, there is a be 
more disquieting suggestion. Perha~- 
these lake-filled craters are, in fact, vok 
nically active and the release of gas may 
simply presage a fully-fledged volcanic 
eruption—next week, next month or next. 
year. Scientists can no longer regard the 
lake-filled volcanic craters of Cameroun 
as benign. 




























Aircraft engines 





The propellor has 
another whirl 


The humble propellor is making a come- 
back. On August 20th, a Boeing 727-100 
test aircraft flew safely for more than an 
hour over California’s nav desert 
REDA not td its u 







the fuel ees of a airlinets in t 
1990s. "1 
The engine, developed by America’ S 


General Electric, bears little resemblance 
_ to propellor engines of the past. Known 


as an unducted fan (UDF) engine, it keeps 
its extraordinary sickle-shaped blades at 


othe back of the engine instead of the 
front, in two sets of eight which rotate in 


opposite directions. The propellors are 
driven by a pair of turbines which are also 
whirled in opposite directions by the jet’s 
exhaust gases. : 

Engine designers like propellors be- 
cause they throw a large volume of air 
backwards. slowly. Jets, which throw 


_sgenall, volumes backwards at high speed, 
28S ‘thrust for a given ¢ amount f. 

















Propeliors fly again 


ss fuel than any jet engine. 

Propellors are intrinsically more effi- 
cient than jet engines. They would have 
come back into favour sooner but for one 
obstacle: their efficiency starts to plum- 
met when the tips of the blades begin to 
whirl faster than 680 miles per hour—ie, 
when the sound barrier (at cruising alti- 





How siversive is television? Russia 
should find out by the end of the decade, 
when it introduces an ambitious direct 
broadcast satellite (DBS) system to beam 
television programmes to rooftops 
throughout Eastern Europe. With Po- 
land responsible for co-ordinating the 
programmes, do not expect many to be 
daringly critical of the communist way. 
But the spread of receiving dishes 
through the countries of Eastern Europe 
will let a growing number of comrades 
tune into Western programmes, too. 

Russian broadcasters already use low- 
power Satellites to ensure that citizens in 
far-flung regions get Moscow’s picture of 
the world. But the existing satellite sys- 
tems feed the two main national chan- 
nels to local relay stations. The new DBS 
system is designed for direct reception by 
community and home dishes. It will use 
up to five satellites, cover the whole 
country and expand the reach of regional 
TV services. DBS will also mean that some 
individual homes will be kitted out with 
satellite-receiving dishes that can be 
pointed West instead of East. 

A dozen or so Western satellite chan- 
nels already reach behind the Iron Cur- 
tain. Some—such as the American gov- 
ernment’s “soft propaganda” Worldnet 
service and the CNN news channel owned 
by Mr Ted Turner—are not exactly what 
the Commissar ordered. Russian at- 
tempts to block the reception of such 
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Tune in, comrades 


tude) sets up shock waves that disrupt the 
air flow around the aircraft. In the past, 
this seemed to confine the use of propel- 
lors to relatively slow aircraft. But the 
designers of the UDF have a solution. 

It lies in the revolutionary swept-shape 
of the blades, The leading edge of a 
swept-blade advances through the air at 


MOSCOW 


channels have largely failed. Satellite 
signals are hard to jam. 

Partly as a result, sales of reception 
dishes already thrive in Eastern Europe. 
Some estimates put the number in Po- 
land at about 1,000. In Russia, a few 
hundred dishes are probably trained on 
Western satellites. In Hungary, some 





ae 


Who rules the air waves? 


SCIENCE AND TECHNOLOGY 


less than its true speed of movement. 
Only with new materials (the UDF uses 
carbon composites) has it become possi- 
ble to make thin swept-blades stiff 
enough to withstand the powerful twist- 
ing stresses they generate. The use of 
counter-rotating sets of blades reduces 
the amount of vibration the engines trans- 
mit to the aircraft's fuselage. 

It is already clear that the propfan 
concept is too promising for aircraft engi- 
neers to ignore. If all goes well, the UDF 
could enter service on Boeing’s 7J7 150- 
seat airliner in 1992. General Electric 
faces plenty of competition. America’s 
Hamilton Standard plans to fly a rival 
engine next year. Yet some important 
technical questions are still unanswered. 

The biggest headache is likely to be 
noise. Because *he tips of the UDF's 
blades at full tilt whirl faster than the 
speed of sound, they produce a chorus of 
sonic boomlets. General Electric is confi- 
dent that its production model of the UDF 
can be made quiet enough to allow pas- 
sengers to enjoy their in-flight movies in 
peace. Even so, aircraft makers which 
adopt the engines are expected to play 
safe, by mounting them as near as possi- 
ble to the tail of their aircraft. 


Western satellite channels will shortly be 
distributed to hotels in Budapest. 

Once the Russian DBs system starts, it 
will be difficult to tell which satellite the 
one-metre-or-so reception dishes are be- 
ing trained on. The first Western Euro- 
pean DBS satellites, using adjacent fre- 
quency bands and an equivalent signal 
strength, are due to be launched next 
year. 

There are no signs yet that Russia 
intends to use its DBS system to beam 
propaganda into the homes of Western 
Europeans. Russia's ministry of tele- 
communications says it has no plans for 
programmes in English. Some pro- 
grames will be broadcast in German, but 
mainly to serve East Germany. The DBs 
system will also make it easier for view- 
ers in one Eastern European country to 
watch programmes from another. 

Why is the Kremlin prepared to give 
more of its citizens the means to tune 
into Western television? One reason 
may be the unexpected effect of West 
German programmes on the attitudes of 
East German viewers. East Germans 
who watch Western programmes appear 
to admire capitalism less than do their 
compatriots who cannot tune in. So 
unconcerned are the East German au- 
thorities that they plan to install cable 
networks to carry West German chan- 
nels to the Dresden area, where moun- 
tains block the reception of Western 
television. The government thinks West- 
ern television will help encourage well- 
educated people to settle in this would- 
be high-tech development zone. 
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50th Edition 


“international businesses and gov- | 
ernment organisations would cer | | 
tainly want to have access toit.” | | 
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In the 50th edition of THE INTER- | 
NATIONAL WHO'S WHO 1,500 
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eminent men and women. All the | | 
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i sii names which appear in the 
ook. | 
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Food poverty and consump- | 


tion patterns in Kenya 
By Joe! Greer and Erik Thorbecke 


_ Policies to alleviate food poverty must be based on a sound 
~understanding of how food, employment and poverty are 
‘elated to one another. This study suggests a new 
-methodology for the measurement of food poverty and 
“analyses in detail the pattern of food consumption and its 
determinants in Kenya. The authors then use their findings 
to trace the effects of one of the most widely advocated. 
‘ser ic policles—the increasew in the relative price of 
~food-—on the production. income and consumption of 
_yatious socio-economic groups in Kenya. 

SBN §2-2-105374-1 £7.30; 20 Swhrs, US$11. 40 
























































li raving: Practical meth- 
of food preservation 


is training manual provides clear and detailed informa- 
ion on the basic theory and practice of sun and solar 
ying of various food products and discusses the type of 
nlormation needed to determine whether solar drying is 
easible and appropriate in particular cases. veral 
ifferent types of dryers are described and: infoi mat on is 
vided both on the preparation of raw materiais before 
ing and on srt techniques for the dried product. 
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BOOKS AND ARTS 


a See ew oe 


New freedoms, old ideas 











China’s cultural 


counter-revolution 


FROM OUR CHINA CORRESPONDENT 


After two decades in the wilderness, China’s writers and artists are 
eginning to feel the benefit of Mr Deng Xiaoping’s reforms 


Britons would hardly expect to see differ- 
ences between the Queen and her prime 
minister spoofed in allegorical films at the 
Curzon cinema. Nor would Mr Gary 
Hart’s supporters satirise Reaganomics in 
sonnets full of double-entendre. But such 
things are almost routine in China, where 
the arts and politics have entwined in a 
thousand-year tradition which 37 years of 
communist rule have only distorted, not 
interrupted. 

Mr Deng’s economic freedoms have 
given China’s artists a three-fold opportu- 
nity. First, they have put enough pocket 
money into the hands of China’s masses 
for them to expect better entertainment. 
Second, they have made it harder to 
sustain the government's strict control of 
the arts in a freer and easier culture. 
Third, and most important, they have 
posed awkward questions that intellectu- 
als want to answer—the government per- 
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mitting. What are the ethics of making 
money in a communist country? How 
serious are the social tensions caused by 
political disruption and the growth of a 
rich peasantry? Are westerners foreign 
devils or friends bearing new technology? 

Eighteen months ago, intellectuals who 
supported Mr Deng opened the way for 
the new cultural dispensation by adopting 
a relatively liberal constitution for the 
China Writers’ Association. The constitu- 
tion passed by the 800 delegates echoed 
the call to “let a hundred flowers bloom, 
let a hundred schools of thought con- 
tend”’—a phrase which Mao Zedong had 
himself filched in 1956 from classical 
writings to unleash an unsuccessful wave 
of liberalisation and which has been re- 
vived by Mr Deng as the slogan of his 
modernisation campaign. 

The new constitution signalled the de- 
feat of the rival Shanghai Federation of 


Literary and Art Circles and of the cam- 
paign, launched only three months earli- 
er, to combat “spiritual pollution” from 
the West. Conspicuously absent from the 
meeting at which the constitution was 
adopted was Mr Deng Liqun, then head 
of the propaganda department of the 
party’s central committee, who had pub- 
licly launched the campaign against “‘spir- 
itual pollution”. Tk: defeat of the cam- 
paign represented a serious setback for 
the opponents of reform. 

On August 19th, one of the victims of 
the “spiritual pollution” campaign, Mr 
Zhou Yang, former deputy director to the 
party propaganda department, and chair- 
man of the Chinese Federation of Liter- 
ary and Art Circles, was officially rehabil- 
itated through the pages of Shanghai's 
Wen Hu bao. His offence, apparently, 
had been his writings on the need for 
“Marxist humanism” and the dangers of 
“alienation in socialist societies’. His 
rehabilitation may signal hope for other 
imprisoned critics of the party. 

The meeting also ovesturned one of 
Chairman Mao’s tenets that communist 
art and literature should be subordinated 
to the interests of workers, peasants and 
soldiers. It substituted a new slogan: that 
art and literature were to serve “‘social- 
ism, the people and modernisation”. 
What was this supposed to mean? 

[n flailing around for the answer, Chi- 
nese writers and artists are working under 
the handicap of a profound distrust of the 
Communist party. They have reason to be 
suspicious. Only a year after the first 
“hundred flowers” campaign was 
launched, intellectuals who had jumped 
most readily at the opportunity found 
themselves being persecuted in an “anti- 
rightist” purge. During the cultural revo- 
lution, many intellectuals had been 
hounded into the distant provinces and 
some murdered; in the early years of Mr 
Deng’s reforms, they had suffered from 
the political repression that offset the 
economic freedoms. Not surprisingly, the 
early reactions to the second “hundred 
flowers” campaign have been tentative. 

But a new generation has now taken 
over at the top of China's arts establish- 
ment—and some of its members have 
been drawn from among China’s reform- 
minded intellectuals. This spring, a novel- 
ist, Mr Wang Meng, agreed to take over 
as minister of culture after months of 
backstage wrangling in the party. The 
country’s best known actor, Mr Ying 
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-Ruocheng (who was Mr Derek Jacobi’s 
Chinese voice during the Old Vic compa- 
ny’s tour of China in 1979 and who played 
Willy Loman in the Chinese production 
of Arthur Miller’s “Death of a Sales- 
man”), was appointed deputy minister of 
culture. They will not have a free hand. 
But at least the new chief of propaganda, 
ho watches over them, has also been 
ecruited from among the reformers: Mr 
hu Houze is a protégé of the party 





















































hairman, Mr Hu Yaobang. 

The new culture minister is no radical, 

1ough his peers regard him as a promis- 

ig alternative to a party hack. Mr Wang 

jas branded a right-winger in 1957 for 

riting a short story about the iniquities 
party bureaucracy, “The Newcomer in 


e Organisation Department”. Exiled to 


pee 


Cinjiang province in 1979, he is now one 
f the many intellectuals who argue that 
‘they must shoulder the responsibility for 
building socialism themselves, rather 
than waiting for the dictats of appara- 
tehiks. “The destiny of the nation hinges 
on the future of Chinese literature,” he 
Says grandiloquently. 


Uncertain spring weather 


flowers bloom” was, indeed, an encour- 
agement. But its sinister connotations— 
connected with the subsequent purges-— 
_also served as a warning: China’s intellec- 
-tuals are on parole. The structure of state 
control remains in place. To get their 
-works published, writers must belong to 
-one’or other of the writers’ guilds. The 
` Communist party controls the publishing 
“companies and bookshops. The state fi- 
nances the film studios and theatres, As 
-one editor of a pro-Deng magazine put it: 
. “The only thing that has changed is that 
criticisms and ideas can come from us 
down below as well as from those above.” 
n Chinese terms, that represents a 
change. Add to it the arrival of new film 
akers, poets, playwrights—even rock 
stars and “kung fu” novelists—and there 
e the makings of a “Peking spring”. 
‘Mr Deng and Mr Hu seem keen to 





The renewal of the call to “let a hundred - 


S| | DUE 70 A RECENT RELAXATION OF 
SS] | AS THIS ARE ONCE AGAIN POSSIBLE. 
NO] | I URGE YOU TO MAKE THE MOST OF 


| Like India, China is an irresistible attrac- 
| tion for western film makers: exotic but 

no longer closed, with a film industry 

that is sophisticated enough to produce 
| lots of skilled technicians who do not 
| earn the kind of exorbitant wages paid in 
the West. The Chinese, for their part, 
are keen to pinch western ideas in the 
film (as in any other) industry. No won- 
der, then, that Bernardo Bertolucci, an 
Italian film director (of “Last Tango in 
Paris” and “1900” among others), is 





Last Emperor” in China. ‘yeas 
The film is based on the autobiogra- 
phy of Pu Yi, the last emperor of China, 
who, in the 1930s, became the quisling 
ruler of Japan’s Manchurian puppet- 
state, Manchukuo. Filming began in July 


| 
| | proposing to spend $20m to make “The 













ber there and in three other Chinese 
cities. The film provides work for 19,000 
| Chinese extras and 1,000 troops of the 
| People’s Liberation Army. It all sounds 
like a good deal for the Chinese. 


however, are more equal than others. 
Miss Shirley Sun, who produced “A 
Great Wall”, shot the film in Peking in 
1984 without a hitch and on a slender 
2m budget, half 





harness artistic talent in support of Chi- 
na’s modernisation rather than let it wan- 
der off into permanent disaffection, as 
has happened among Russian dissident 
artists. The new generation is free to 
travel to Europe and America. A painter, 
Mr Yan Li, has studied in New York. A 
poet, Mr Zhao Zhenkai, has attended 
festivals in West Berlin and Rotterdam. 
The vice-minister of culture likes to move 
in New York’s and London’s theatrical 
circles. 

Artists have also been set free to reach 
back into classical Chinese traditions 
without fear of being labelled “bourgeois 
rightists’”. One young poet and critic, Mr 


Yang Lian, is rediscovering Zen Bud- 


| HUAN, HHO. 


_ ten years ago. “A Great W 
_ by an actor, Mr Peter Wan 


in Peking, and will continue until Octo-. 


Some western movies filmed in China, 


ed to. m 

















PEKING 


ino), 
rot no money 
gued by bureau- 
film has not yet 
Laurentiis has all 


nese-American), was shot in collabora- 
tion with China's Nanhai Film Company. 
Miss De Laurentiis did not have a Chi- 
nese partner, does not speak Mandarin, 


- and had not previously made a movie in 


China. 

Mr Bertolucci sounds enthusiastic 
about his project: “I am going to do the 
movie that I wrote,” (or rather, co-wrote 
with Mark Peploe and Enzo Ungari). “I 


_do not want to make some kind of 


, Mr Bertolucci originally want- 


_ In fact, Mr Bertolucci ong 
ake a different film, based on 











dhism and Daoism for the generations of 
young socialists cut off from such tradi- 
tions. A novelist, Mr Deng Youmei, 
writes vividly of young aristocrats in the 
Qing dynasty; he draws some of his 
characters from observing their descen- 
dants among his friends. 

Rediscovering cultural traditions after 
a decade of disruption, however, is hard. 
Older writers and painters are so little 
known that promoting and restoring they 
neglected reputations has become a sm 
industry in itself. Mr He Zhenbang of the 
Peking literary gazette, Wen Yi bao, is 
compiling a three-volume review of 60 
contemporary novelists at the behest of 
the government; a similar exercise on 













Bertolucci foresees no problems 


André Malraux’s epic novel about Chi- 
na, “Man’s Estate”. But Chinese offi- 
cials told him that the country was “not 
yet ready” for such an enterprise. Pe- 
King’s censors also suggested minor 
changes to the script of “The Last Em- 
peror”, mostly for the sake of “historical 
accuracy”. So even before filming be- 


behalf of neglected painters is also in the 
works. 

Because they are operating in a vacu- 
um, some younger artists have let the new 
sense of freedom go to their heads. They 
are producing all sorts of experimental 
works, occasionally downright bizarre, 
and often obsessed with new (for China) 
orms: cubism, symbolism, stream-of- 
nsciousness and disco rock are often 
troduced merely as gimmicks. 

An “absurdist” play opened in Sichuan 
province recently to an uproar of praise 
and condemnation. The play incorporat- 
ed western pop songs, Russian and 
Shanghainese songs and Henan opera 
arias. Like many modern Chinese plays, 












gan, Mr Bertolucci was forced to agree 
to alterations that, in the West, would 
call down accusations of censorship. 

To make sure that smiles do not turn 
to frowns, he is working with China’s 
Film Co-production Corporation and the 
Beijing Film Studio—an arrangement 
that took two years to negotiate. He has 
also retained Miss Sun as a consultant. “I 
do not expect any trouble from the 
authorities,” says Mr Bertolucci. “On 
the contrary, they want more western 
film companies here.” 

While Mr Bertolucci was negotiating 
the right to shoot scenes on location in 
China, a Peking-born director, Mr Li 
Hanxiang, dashed off a quickie on as- 
pects of the same subject. Also called 
“The Last Emperor” (but with the alter- 
native title “Pu Yi’s Latter Life”), it was 
shot in association with a Hongkong 
company and opened there to full houses 
in April. Pu Yi is flavour of the year. A 
Chinese firm has also been busy making 
a 13-part television series about his life. 

If westerners’ experience is anything 
to go by, the millennium of creative 
opportunity has not yet arrived in the 
People’s Republic. For the prospective 
film maker, local participation, an ability 
to avoid offending socialist sensibilities, 
and fluent Mandarin are essential. For 
further details, they advise, consult the 
relevant government officials. Or just 
make a film about India instead. 


it experimented with flashbacks and a 
zigzagging plot, reflecting attempts to 
compete with the spreading popularity of 
television; 37 other theatrical groups are 
preparing to stage their own productions. 

Ersatz westernism abounds. Chinese 
writers chat happily about the influence 
on their work of Latin-American “magic 
realism”, as if this were not rooted in that 
continent's peculiar heritage. One writer 
has even produced a novel based on the 
structure of music by Bach. 

A recent performance of Delibes’s 
“Coppelia”’ by the Shanghai ballet troupe 
began with the old magician (now a young 
and handsome computer scientist) travel- 
ling home to Europe from China on a 
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AND PROPORTION. LOOSELY REN- 
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China Airlines flight. Later he teaches 
traditional kung fu movements to his 
corps de ballet, who are all dressed as 
Bavarian cowhands. The show closes with 
a traditional Chinese wedding. 

There is little in all this that need upset 
Mr Deng or other politicians. In the 
hundred-flower posy, westernism is the 
tiger-lily: it looks flashy but soon dies. 
When artists tackle political themes, the 
results are often as laughably stereotyped 
as anything produced under Madame 
Mao’s auspices. Happy endings are still 
de rigueur. New stock characters pop up 
everywhere—two reformists crossed in 
love, the “black hat” villain fighting 
against Communist-party reforms, the 
wise party old-timer who urges caution, 
the sympathetic cadre who makes things 
go right in the end. 

A few plays and novels, however, are 
asking political questions and coming up 
with ambiguous and controversial an- 
swers. The play “wM” (which stands for 
“us” in Mandarin) and the novel “A 
Woman is Half of a Man” by Mr Zhang 
Xianliang both look at the effects of the 
cultural revolution. In the novel, an ex- 
iled intellectual abandons his rural mis- 
tress after he is rehabilitated; neither 
makes judgments on the events and ac- 
tions of the characters. 


Communist celluloid 

The thorny rose is bloonting above all in 
the cinema. Over the past three years, a 
new generation of graduates from Pe- 
king’s film academy has been producing 
films of a quality never before seen from 
the People’s Republic. “Yellow Earth”, 
made in 1983, awoke filmgoers in the 
West to the change. It was soon followed 
by other impressive films, among them 
“Sacrifice of Youth” (also about the 
legacy of the cultural revolution); “The 
Rules of the Hunt” (a savage study of 
ritualised slaughter from Mongolia); “A 
Woman from a Good Family” (a tragedy 
about a young girl forced to marry a six- 
year-old boy); and “Swan Song” (about 
the fate in modern China of composers 


A 
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Apparatchiks still loom large 


using ancient Chinese musical forms). 
The authorities seem to be nervous 
about the implications of such films. The 
new film by “Yellow Earth's” director, 
Mr Chen Kaige, (known variously as 
“Inspecting the Troops” or “The Big 
Parade”) cannot be seen even in China. 
Other pictures have not been allowed out 
of the country, including one about the 
army called “One and the Eight”. 
Ironically, two films that, within China, 
recently won Golden Rooster awards (the 





Chinese Oscars) have also come under a 
cloud. Both were thoughtful studies made 
by the Xian film studio, run by Mr Wu 
Tianming—so thoughtful, indeed, that 
party ideologues, when they saw them, 
worried aloud about the freedoms being 
granted to the studio. “Wild Mountain” 
by Mr Yan Xueshu (named as “best 
film”) and “The Black Cannon Incident” 
by Mr Huang Jianxian, which won an 
acting award, may endorse Mr Deng’s 
reforms but they also raise uncomfortable 


Having to look on the bright side 


FROM OUR CHINA CORRESPONDENT 


The Chinese press has benefited from 
Mr Deng Xiaoping’s reforms—but only 
indirectly. Since the end of the cultural 
revolution, China has seen scores of new 
publications emerge: some are non-par- 
ty, merely party-supervised; all are offi- 
cially condoned. Their subjects range 
from international aviation, fashion and 
computers to travel, films and food. The 
emphasis on consumerism and technol- 
ogy echoes Mr Deng’s economic-reform 
programme. These policies are reflected 
even more clearly in the flurry of finan- 
cial and economic publications intended 
to educate the new class of entrepreneur 
or factory manager assuming responsi- 
bility for profit and loss for the first time. 
In Peking alone, new titles like Market, 
China Advertising News, Finance and 
China Financial News jockey for position 
on the newsstand next to the familiar 
mastheads of People’s Daily, Economic 
Daily and Guangming Daily. 
Throughout the country, long-stand- 
ing provincial dailies must compete for 
‘ their circulation with regional tabloids 
and magazines feeding a hunger for news 


76 


on products and technology. Even the 
special economic zone of Shenzhen on 
the border with Hongkong boasts a thick 
technical glossy, Journal of Technology 
Introduction, eagerly promoted by its 
editor, a former engineer, Mr Jian Hui, 
at technical jamborees in Hongkong. 
Unofficial and apolitical scandal sheets 
have also popped up throughout the 
country, making money on juicy sex and 
crime reports, mixed with sensationa- 
lised kung fu fiction. 

The success of new publications has 
dented the traditionally mammoth circu- 
lation figures of the central propaganda 
organs. Even those slim sheets that re- 
print foreign news and foreign coverage 
of China’s news for the privileged eyes of 
high-ranking cadres and editors have fek 
the pinch. 

But there has been no liberalisation in 
political coverage. Chinese readers must 
still decipher any damnation of the cur- 
rent party line by measuring the degree 
of faint praise in the editorials. Publica- 
tions like Outlook back Mr Deng; the 
paper's response to resistance to reform 


questions about the new China: adultery 
(“Wild Mountain”) and party bureaucra- 
cy (“Black Cannon’), 

“The Black Cannon Incident”, based 
on a story by a popular writer, Mr Zhan 
Xianliang, enjoys the distinction of being 
the first Chinese film to portray an equal 
and affectionate relationship between a 
foreigner and a Chinese. The frustrated 
friendship between a West German engi- 
neer and his translator gives the film a 
pathos and realism which, until recently, 
were rare in Chinese films. The transla- 
tor, mistakenly arrested for spying (he 
sends a telex that raises party suspicions; 
later the telex turns out to be about a 
missing chess piece), is left as bewildered 
by the bureaucracy at the end of the film 
as he is at the beginning. “Black Cannon” 
is still banned for export, though “Wild 
Mountain” will soon be seen at the To- 
ronto and London festivals. 

While skirting close to the unstated 
limits on their freedom of action, China’s 
intellectuals are understandably nervous. 
They want their rights to be enshrined in 
law. Yet the most obvious and sensitive 
fact is that the freedoms guaranteed in the 
Chinese constitution have proved worth- 
less in countless political campaigns. Be- 
yond that, dreams of opening their own 
publishing houses and art galleries, free 
of government supervision, and of not 
needing to submit films and plays for 
approval to officials in the propaganda 
department, are still ephemeral. But they 
are there. 


is clearly hostile. Red Flag, in contrast, 
seems unmoved by the question of 
reform. 

The press has understood from the 
start that the reforms would have little 
effect on Chinese newspapers. Nebody 
has tried to launch a serious, indepen- 
dent political publication. Last year, one 
of Mr Deng’s staunchest reformists, Mr 
Hu Yaobang, the party chairman, said 
that the press in China must remain the 
party’s mouthpiece under the leadership | 
of the party’s central committee. More- 
over, he felt that 80% of the contents of 
party papers should concentrate on the 
bright side of socialism, leaving a mere 
20% for its murkier side. Journalists 
have until recently accepted their exclu- 
sion from the “hundred flowers” cam- 
paign, underlining this subservience to 
party line with slavish editorial promo- 
tions of the campaign itself. Perhaps they 
finally stopped to read their own propa- 
ganda. In July, according to China Press 
Report, journalists suggested that the 
government relax its control over news- 
paper reports and allow “those reflecting 
the dark side to be published”. The 
delegate from Peasant Daily said bluntly, 
“We hope our political ‘mothers-in-law’ 
will be more broadminded.”’ 
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Written applications, giving full details of quali- 
fications and experience, together with the 
names of three referees, should be sent by 10 
October 1986 to: 





Recruitment Section 
Commonwealth Secretariat 8 = __ a 
Mariborough House, Pall Mall, London SWIY SHX- 
Telephone: 01-839 3411 Ext, 8151. oo 7 











































University of - 
Newcastle Upon Tyne 


Regional industrial Research Unit 


DIRECTOR 
p to £15,700 


Applications are invited for the Director- 
ship of this newly. established unit 
which is located within the Centre for 
rban and Regional Development 
Studies. The unit, which has been es- 
tablished with the support of the- 
Departments of Environment, Trade 
nd industry, the Manpower Services 

mmission, and English Estates, as a 
Company limited by guarantee, will 
try out policy research to underpin 
the activities of the sponsors relating to 
the economic regeneration of the 
Northern Region of England. It is also 
d that dissemination of the re- 
earch will assist the activities of other 


See 
Sonate 


na 
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local agencies involved in economic 
development. The successful candi- 
date is likely to have a first degree and 
subsequent research experience in the 
Social Sciences involving industrial 
and labour market investigations. A 
proven ability to design, manage and 
report on research against a tight dead- 
line will be an asset. The Director may 
have the opportunity to be invoived in 
the appointment of additional i staff and 
to work closely with researchers in 
CURDS and officials of the sponsors. 
The employment will be for two years in 
the first instance and will be on the 
scale £11,790-—-£15,700 according to 
qualifications and experience. Further 
particulars can be obtained from Mrs. J. 
Houston, Administrative Assistant, 
CURDS, University of Newcastle upon 
Tyne NE1 7RU with whom letters of 
application, naming two referees, 
should be lodged not later than 12 
September 1986. 


Throughout the world, British diplomats promote 
and protect the interests of the United Kingdom. They 
report and advise on political, social and economic 

developments, foster British trade and offer assistance to 
British citizens living or travelling abroad. Their advice is 
essential to the formation of foreign policy and they are 
actively involved in its inplementaiton. For Honours 
Graduates in the Administrative Grades, the Diplomatic 
Service can provide a career of exceptional variety, interest 
and responsibility, with good prospects for rapid promotion. 

Members of the Service can normally expect to 

‘spend two thirds of their career overseas in Her Majesty's 
Embassies, High Commissions or UK Delegations to 
international organisations. The remainder, including an 
initial training period, will be spent at the Foreign and 

` Commonwealth Office in London. 

O You will be required to demonstrate potential for 
the management of people and resources, and the work 
of the Diplomatic Service increasingly demands the ability 
to master complex technological and financial issues. 

We welcome applications from graduates in any 

w subject — people with Arts and Sciences backgrounds 

ae have made successful careers. You must, however, be under 

32 and have, or expect to obtain in 1987, a degree with 








University of Warwick. 
Department of Economics 

RESEARCH ASSOCIATE 

Applications are invited for persons 
with suitable qualifications for the 
above post. The person appointed will 
be working on an ESRC/CNRS fin- 
anced project entitled “Economic Inter- 
dependence in Europe” and will be 


responsible to a group of British and 
French economists. A postgraduate 


qualification in economics and a know- f 


ledge of FORTRAN would be desir- 
able. The appointment is tenable for 
one year from 1 October 1986 and will 


be within the following points on the 


Research Associate IB scale: £7,055- 
£9,495 p.a. (under review). Applicants 
shouid send a CV to Professor M. 
Miller, c/o Economics Department, Uni- 
versity of Warwick, Coventry CV4 7AL 
and should mark their envelope ‘Re- 
search Associate’. 

Further informatior’job details can be 
obtained from Gary MacDonald by tele- 
phoning Coventry (0203) 523742. 


Monash University 








Australia 


‘Department of Econometrics & 


Operations Research 
FIXED-TERM (THREE YEAR) 


LECTURESHIP IN ECONOMETRICS 


Appointee with demonstrated research 


abilities or strong research potential to 


commence during 1987. Suitably quali- 
fied persons with teaching interests in 


any area of econometric theory or ap- 
plied Bconcmenic ee to ap- 






the ser Monash Univer 
ton, Victoria 3168, Australia,” 
October 1986. 


AN EQUAL OPPORTUNITY 
EMPLOYER 








at least second-class honours oran acceptable equivalent 


qualification or a post-graduate degree co: 





dered to be 


of comparable value. An aptitude for foreign languages 


is an advantage. Additional business, 
academic experience is also welcome. 


Salaries and pros 


on age, qualfications and experience. If you are aged 
under 26 the range will be £8685-C10,815. If you are aged 








professional or 








26 or over, the range will be £11,910 to £14,635. 


Promotion to the range of £15,680 to £20,830 in. 





Inner London will normally take place after 3 to 5 years _ 

satisfactory service. Thereafter more senior posts are ° 

attainable with salaries ranging up to £28,430 and above. 
One day Qualifying Tests will be held in. October 


1986 and January 1987. 


For an application form (to be retu ned by 
25 September 1986 for the October tests) and full details 


of these and other opportunities 





administration, write to Civi 
Alencon Link, Basingsto 


Basingstoke (0256)468: 


The Civil Service is an equal opportunity employer 


in Gover nment 


l ans } vering service © operates z 
outside office hours). Please quote a yeh 


















ustralian National 


fessor Ai en ue issues in Austra- 


ian public policy, with an emphasis on 
federalism. . Therefore 


applicants. | |. 
should. be economists, political scien- |. kam 


n ein for two faculty saii in 1 the | aes of human 
: satlemenis development a Aasocr Ae professor level 


Dev., Asian Institute of 


field | On qualifications appointment may be — 
- |] offered at Reader or Professorial level. 


inge benefits pa 
vita. Boating 
ti: 


| Nee Sects, ‘Cornell Gniversity, Meca, NY NY 


tists, lawyers, sociologists or from any.. = =m 


discipline- with a substantial res 


interest in federalism. The Cen re is - LA A Leiti T 


a funded by the Commonwealth Govern- 


ment and will be located from 1987 in | [ 
othe: Research School of Social. Sci- - 
- ences. The Director will be appointed 


for from five to seven years in the first 
instance at professorial level on a halt- 


time basis, as part of a joint appoint- | |. 
CRE a ‘| | Private. apartments for tong- 


term occupation are available 
-in-our historic houses each of 
| which is set within. extensive — 

| private grounds. 


ment between CRFFR and an appro- 


_ priate department or centre in the |. 
Research School. The Centre will also’. 7 
sina 1 cise links with the Faculty of | 


‘CAREFREE 
RETIREMENT 


The properties are easily ac- 
cessible and are situated in 
Kent, Surrey, Sussex, Essex, 


m | | Oxfordshire, Berkshire, Wilt- 
| -shire and Devon. 


-| All have been tastefully con- 
| | verted to provide luxury living 
whilst retaining their origina! 


i a | character and atmosphere. 
. | All services including meals, 


om =| | cleaning and heating are pro- 
| pvided = by 
3 Administrators. 


Resident 


Write or telephone for our 
iustrated brochure: 
COUNTRY HOUSES 

ASSOCIATION LIMITED 


{G51} 41 Kingsway 
andor WwC26 6UB 


safes of arnir e ore tam: 
Or Robert J. Kalter, of Agricultur- 


University of Queensland 
Brisbane, Australia 


DIRECTOR OF THE CENTRE 
FOR THE DEVELOPMENT OF 
ENTREPRENEURS 


The University has established a Cen- 
tre for the Development of Entrepre- 
neurs within its Department of Manage- 
ment funded jointly by the Federal and 


Queensland governments. The Direc- 


tor has responsibility for the successful 


. operation of the Centre’s activities 


which include training and education in 
all aspects of the entrepreneurial pro- 
cess, undertaking research pro- 
grammes, assisting entrepreneurs in 
the commercialisation of their projects 


and generally facilitating entrepreneur- 


ial activity in Queensiand. 

The Director must have extensive ex- 
perience at both a practical and aca- 
dernic level in entrepreneurial process- 
es. Formal tertiary qualifications are 
essential as is the drive and ability 


required to start a challenging new 


project. 
Salary will be in the range of $448,000 
to $A58,000 plus benefits. Depending 


The initial appointment is for three 


ication tenors, | years. (Ref. 32486). 
Closing date: 3 October 1986. 


. Additional information and application 
forms are obtainable from the Secre- _ 


tary General, Association of Common- 
wealth Universities (Appts), 36 Gordon 


| Square, London WC1H OPF. 


The University of Queensland is an 
Equal Opportunity Employer. ? 


Friends of the Earth (UK) 


: and Greenpeace fntornatiova’ 
a 2 day conference on the biologi | 
ects of ionising radiation, 


be man ot NPB, Prot Sir Pichard Southwood, Chair- 
man 

of discussion by ternational speakers: 
ICRP P risk assessments, NRPB models; occupa- l 


Seta ucla and. 

industrial Administration 
LECTURER IN ECONOMICS, 
ACCOUNTING/MARKETING/ 
QUANTITATIVE METHODS i 
The School of Social and- industri 


| Administration requires a fecturer who 


will convene and take a leadir 
ing role in the first year 


postgraduate qualification and shoul 
have teaching experience and re 
search interest in one or proferat 
more of the following areas: Econom 
ics, Accounting, een and Quan i 
tative Methods. 


The School, which commenced under: ; 
graduate teaching in 1980, now has a- 
faculty complement of around 70 ara : 
student population of abou Ue 
dents in the Bachelor Administrat 


- programme pursue a common first yea 


which includes two subjects—Work 
and Organisations and Administrative 
Processes. Students branch out int 


one of several areas of concentrated 


study in the latter part of thelr ir degree 
Studies. i 


j The appointments @ continuing (tenure 
able) one.. Salary, depending upon 
_ qualifications and exprience; will: be 

within the range $A27,233 to $A35,777 


per annum, Benefits include superan- ; 
nuation and assistance with housing. 
Cost of fares and reasonable removal 


| expenses will be met for appointees: 


from outside Brisbane. oe 
intending applicants should first con 

tact the Secretary General, Association 
of Commonwealth Universities (Appts) 


| 36 Gordon Square, London WGT 


OPF, regarding the form of application. - 


The closing date for applications is 26 
Septernber 1986. 


| | Griffith University is an equal op sort i 


nity employer. 


“Schiller 
International niversity 


Associate, Bachelor & Master degrees in . 
BUSINESS ADMINISTRATION-HOTEL MANAGEMENT, = 
LAW/PUBLIC ADMINISTRATION-INTERNATIONAL RELATIONS. 
Computer Studies, Pre-Eng/Pre-Med, Art, French, Spanish, German, 
English, College Prep. Courses. Language of instruction-English. | 
@inter campus and US transfer. @BBA & MBA evening classes in London, Paris & Heidelberg, | 


Schiller International University d 
Dept D3, 51-55 Waterloo Road, London SE1 8TX Tel:(01)928 8484 
Telex: 8812438 SCOL G. Accredited AICS, Washingt SA 









USINESS & PERSONAL 


AUTHORS WANTED BY 

NEW YORK PUBLISHER 

l Leading book publisher seeks manu- 
-Scripts of all types: fiction, non-fiction, 

‘poetry, scholarly and juvenile works, 
etc. New authors welcomed. For com- 
ete information, send for free booklet 
32, Vantage Press, 516W, 34 St, 
New York 10001. 


| ~ MARKET TIMING 


management in US stock market using a 


proven 20 a PE 















CAPITAL CVs prepare high quality 
alles vitae. Tel: 01-607 7905 for 


THIGHTSERIDGE 
‘GREEN HOTEL 


i A small family owned and nin hotel close to | 
Harrods. Excellent accormnodation—mainty 
in sultes—from £48 per night plus VAT. 
| English or Continental breakfast to order. 

_ For reservations, telephone 01-584 6274 


or write to: 159 Knightsbridge, London 
SWIX 7PD. 















mate establ goari 

custodian pe ‘Minimum axes $100.0 

‘Contact: Scott M. Smathers, Prisidont, Alocation 
beets, fat, 27520 Hawthorie B 182, 
‘Piolting Hilis Estates, CA 90274, (213) EA 
alaninin sails retry. 


HOTEL NUMBER EIGHT 


“a small uxu 

















Are you S a ae 
| or presence or contact office 


| in Liechtenstein/Switzerland? 


* Controlling Marketin yEstablishing Networks - 
* Industrial Off-shore Activities 
* Corsulting/Agency Services 
* Contact Office Services 


Please write or call strictly confidential: 













































hotel in London's 

























3 Vest End Sr hihade Airaa s a 

: | . endern/Liechtenstein 

‘mgerence orcad pueda Tel: 075711 77, Telex 889119 ELKU FL 
- Double or Twin £40 plus vat i 


OVERSEAS POSITIONS 


l Hundreds of top paying positions available 

now. Tax-free incomes, Mary attractive 
benefits. Opportunities for all occupations, 
skilled trades, —— manage- 
ment, technical personne! atc 

For free information about our publica- 
pcan 


f sumptuous buffet breakfast * col- 
ur tv, radio * direct dial telephone * 
“hair dryers * tea/coffee‘chocoilate in 
 bearoom ` most rooms with private 
- facilities 


“HOTEL NUMBER EIGHT, 















‘London SW7 4HH | EC, EC, PO Box a gren apr mt Rovel, 
‘Telephone 01-370 7516 | Town Mou 






Canada He ibis a7. 


FE 
A New Billion Dollar Industry 


wili give you projected annual returns of 25% for many, many years. 


FISH AND OYSTER FARMING 
minimum investment US$4,000 
For details write today in English: 
Box No 97-1793 
_. Triservice SA, PO Box, CH-1219 Chatelaine. 










; 7 000 injust5years 
pully audited track , 





Al Limited liabi lity 
Minimum investment 
£5,000 or sterling 


equivalent 


i | 
EC 30/08 5 


7 -AET TD 


System Tradi City Lid. 5.9 Hatton wali London EC IN BHX 
hex: 22583 CSIC M Fox: GAGS CA R 





gen Post Code 
Tëephone | 
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Gemini Financial Serve es vale “Readers ar ey oa 4 


Confidential, eaten a d proles 
service, | 
~— Company formation and nabi E 



















Z z AFRICA LOW COST Flight specialists. 


— Fund raising 7 
— Advice and consultancy work African World Travel Services, 01-734. 
Brochure GPO Box 7862, Hang Kong 7181, 734 7182, 5th Floor, Radnor: 


House, 93 Regent St, London W1. 








Telex 61358 GEMFS 


Por aiies Kon aoul 

































































classified advertising 
opportunities a 4 
contact 2 ; 
rae south-facing ground- -floor flat is 
The e Ltd i available for rent for 2-12 weeks. 
25 St James's Street ideal for bachelor or couple: be 
London SWIA IHG room, kitchen, bathroom, livi 
Telephone: 01-839 7000 room, all large. This is a privaten 
Telex: 24344 ECON G well-furnished, attractive flat, and 
or impeccable references are neces- 
Margaret Medlock ‘sary. No agents. Rent £500 a 
The Econorrst Newspaper Lid i week. 
10 Rockefeller Piaza 


Please contact the Executive Edi- 


New York, NY 10020 at The Economist 


Telephone: 212 $41 $730 
e Telex: 148393 pes 


tor’s secretar 
ton el -839 70 

















for sale, Apts ‘and dis snora summer and winter ski-resorts 
of CRANS-MONTANA, VILLARS, LEYSIN, VERBIER, CHATEAU d'OEX, etc. 


Ask also for Aparthotel Bonivard on GENEVA LAKE-MONT. REUX 


Prices from SF 120° 000.- . 60% mortgage available. at 63% int. 


Agence Romande Immobilière S.A. 


Galeries Benjamin-Constant t- 
“CH-1008 Lausanne. ~ Tel, 214 ES Te 873 arilch 









NIGERIAN COMPANY REPRESEN- 
TATIVE This is a unique opportunity fo 
















a o Full Man- 
i n services. Self-financing, Bars. Carvery, 


_KENEGIE MANOR | 








international finance’ companies, 
equipment and raw material suppliers 
seeking a resident Nigerian company 
as a representative. Company officials 
are well experienced and have excel- 
lent contacts. Will also assist export | 
enquiries of Nigerian goods. Repiy Box 
3492, The Economist Newspaper Ltd. 









z 4 bedratis. 7 
well in winter. For home-or: 2 
a: $167, 509, $40, 000 down. j 


SWISS HANDLING OF 
INTERNATIONAL 


TRANSACTIONS 















up countertradeybarters 
= Having sopnerraded product = 
13 Avenue Kreg o 


Telex: 421808 DEB c c 








ECONOMIC AND FINANCIAL INDICATORS 1 


EE i a ss er 
OUTPUT, DEMAND AND JOBS The American economy is struggling, but not for 


lack of demand in the shops. In June, American retailers increased the volume of their 
sales by 0.2%, for a rise of 5.4% over June 1985. In the year to April, Japan's retailers 
did even better—boosting their sales by 6.8%. Australia’s industrial production fell 
0.9% in April, the third monthly fall in six months; but that still left output 3.8% higher 
than a year ago. 


% change at annual rate 
industrial 
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Belgium + 5.0 +35 
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I ee ee OF Soe ap Se ee me 
PRICES AND WAGES America’s inflation rate is still falling: cheaper energy 
continues to offset any boost to prices from the tumbling dollar. Consumer prices rose 
1.6% in the year to July, compared with a rise of 1.7% in the year to June. The 12- 
month rate of consumer-price inflation increased in Spain in July to a whacking 9.3% 
and in Belgium in August to a trivial 0.8%. , 


% change at annual rate 
3 mthst 


+ 68 





U ; 64 (7 l 

1.6 (7) -04 - 22 (7) + 14 

: rates in manufacturing except pant rage. Toa eb and Switzerland, monthly earnings; Belgium, 
: ‘Guaden and UGA hourly earings: UK. earnings for all ernpioyees. 


FOCUS: HOUSING STARTS Resi- 
dential construction is often a leading 
indicator of economic activity. It is 
sensitive to interest rates, so usually 
recovers quickly as interest rates fall 
during a recession. For example, the 
number of houses started in America 
more than doubled in the two years to 
1984. But West Germany has bucked 
the trend: new orders for residential 
construction there have plunged al- 
most 50% since 1983. Construction 
has been depressed by a housing 
surplus—partly the result of West Ger- 
many’s shrinking population. Also the 
winding up of the Bauherrenmodell 
scheme, which offered big tax breaks 
to the higher-paid, has removed an 
important investment incentive. 


Housing starts (volume) 
First half 1981=100 





Sources: US Dept of Commerce: UK Dept of Environment, Bundesbank. Bank of Japan 
e Orders for residential construction 





average of previous 3 months, at annual rate. n.a. Not av. 








SS eae a ee 
THE ECONOMIST COMMODITY PRICE 
INDEX The 1980s has been a bad time 
for commodity producers. In dollar terms, 
few commodities now cost more than they 
did in 1980. The increase in industrial 
activity since the end of the world recession 
in 1982 has failed to stem the fall in 
industrial raw-material prices. Metals have 
fared particularly badly. Copper prices 
have fallen 60% since 1980 and aluminium 
is 65% lower; only zinc is higher. Huge 
surpluses have depressed food prices: 
wheat and maize have fallen by more than 
40% since 1980, but the food index as a 
whole is being buoyed up by coffee, which 
has risen 40% during the past year and is 
15% higher than in 1980. 


All-items index 1980 average =100 


Metals 67.5 ni -17.3 
Gold 
$ per oz 375.25 38238 +85 +142 


Crude oil North Sea Brent 


$ per barrel 13.95 14.15 +53.8 -487 , 
tNon-food agriculturals. 


[SSS ee ee SS ee ee ey 
to all tables. All figures seasonally adjusted swept where otherwise stated. “Not seas. adj. tAverage of latest 3 months 
lable. Small figures in brackets denote month of indicator. 
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P, FOCUS: POOR COUNTRIES In| WORLD BOURSES The cut in American interest rates lifted Wall Street by 2.2% 
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a 1975, official development finance (to- | during the week, to within a whisker of its peak. Paris jumped 3.7% on news that the 
a tal aid plus non-concessional loans | government plans to relax its remaining foreign-exchange controls next month. 
from development institutions such as | Stock price indices % on 
the World Bank) accounted for 39% of Aug 1986 one one record 31/12/85 
all the net financial flows to developing 26 high low week year high; nee wee 
countries. By 1985, the share of devel- | 7 aaa m23 12470 10108 -05 +222 -54 +175 + 48 
opment finance had risen to 60%, | Belgium 38371 38661 27669 +06 +625 CBU Ot A 
some 44% of which was on conces- | Canada 90963 31291 27540. #+10 #4 90 + #-30 + 47 FAO 
sional terms. This shift inthe patternof | France 405.7 #13 2678 +37 +87 -14 +526 + OE 
finance did not reflect greater gener- | W. Germany 2090.7 2278.8 17624 +05 + 43.1 -83 + 71 + 278 
osity from donors—total aid has not Holland — 292.8 299.6 240.4 - 18 + 346 -23 +146 + 3 
kept pace with inflation. Instead, it is a | — We - aa BERA. hs E -i z + s Lo 
contra i i y + U0. +118. — E + ‘ +107. 
Kanos. bake those saiat Japan 18640.8  18936.2 12891.5 -08 +469 -16 +425 + 84.1 
share of development finance has 805.9 813.8 563.3 "N 72 -248 +300 + 26£ 
} -05 + 35.1 -07 +212 + 195 
risen from 58% to 99% in sub-Saha- 


+03 +139.5 — 04 + 95.8 +125. 
ran Africa and from 17% to 47% in ra, y a 44 
Latin America, but it has remained 


roughly stable in Asia at 55%. 


Net financial flows to developing countries 
Average |_—_L_1 1985 








. + 12.8 + 
+ 22 + 44.0 - 25 + 23.1 + 23. 


ne Br ad mee 6 he ee a ee eo 7 oe = ee es 
MONEY AND INTEREST RATES American banks cut their prime lending rates tc 
73%. The narrow measure of West Germany's money supply slowed to an increase o 














7.50 


Sub- N Africa & ii 11.1% in the year to July, but the broad measure quickened to an increase of 8.3%. 
Saharan Middle m 
j Africa East Asia Americ: Money supply interest rates % p.a. (Tuesday, except bonds which are previous Friday) 
LE, i TA Z % rise on year ago Money market Commercial banks Bond yields Eurocurrency 
* 4 a | Narrow Broadt Overnight 3months Prime Deposits Gov't Corporate Deposits Bonds 
g D g fp, (M1) lending 3months long-term 3 months 
of: NS / Yi: Australia +85 +10.7 (7) 17.00 1745 1800 1725 1405 15.05 17.94 1496 
$ NN N a | jelgi +60 +72(3) 655 700 1050 6800 767 985 77% na 
S Azpi : +43 +52(7) 838 _ 855 7% 68655 916 10.10 83 99 
N SS wt | GZ 5 +94 +49(5) 700 7.19 6 719 758 863 744 842 
N Ny F W +11.1 +83 (7) 450 450 00. 401 505 573 444 553 
E g SSS 7 land +116 +64 (5) 500 513 7.00 513 590 644 5.06 6.19 
S d. 4 it +109 + 92 (4) 1175 1150 1363 1150 1084 963 1188 na 
S N i oe ; +63 +65(6) 450 468 413 #219 474 «4595 478 5.26 
8 5 1450 650 1227 1268 1 
| : 
\* 
ey 


5. 
Other key rates in London 3-mth Treasury Bills 9.3%, 7-day Interbank 10.0%, clearing banks’ 7-day notice 4.4% 
Eurodollar rates (Libor): 3 mths 9.9%, 6 mths 9.7%. i 


¿M2 except Australia, Canada, Spain, Switzerland, USA, W. , M3, Japan M2 + CDs, UK £M3. Definitions of 
el macy a ters vert O EN ETES Prag aiganas a g shara irie baa ae 

, Nederlandse Credit Lyonnais, Svenska Handelsbanken, ANZ bank, Credit Suisse Boston. 
rates are indicative only and cannot be construed as offers by these banks. 






a à a à 
86137 10104 17237 27216 
Source: OECD Vet the 


TRADE, EXCHANGE RATES AND RESERVES Britain's trade deficit narrowed from £623m ($940m) in June to £588m ($887m 
in July; nonetheless, its 12-month trade deficit widened to $6.0 billion, and its 12-month current-account surplus fell to $3.8 billior 
compared with $4.3 billion in the year to June. France's current-account surplus grew from $905m in the year to December to $2.; 
billion in the year to March. The yen's trade-weighted value fell 0.9% in the week; the Australian dollar's went down by 3.4%. 


Trade balance** current- Trade-weightedt currency units per $ currency units foreign reservestt 
$bn account exchange rate $bn 


month months latest 12 mths latest year ago latest year ago per £ perSDR  perecu June year ago 















Australia - 0.20 (6) - 23 - 96 (7 50.4 66.7 1.64 1.43 2.44 1.98 1.69 6.1 65 
Belgium +010 (5) — 08 + 103 96.9 91.3 42.4 566 629 51.3 43.5 5.7 49 
anade +0.30 (6) + 86 - 32(3 76.9 85.9 1.40 a O 2s os 
France — 0.18 (6) - 28 + 223 69.6 67.6 6.72 8.52 9.96 8.12 5 B8 319° 229 
“Germany + 4.26 (6) +37.4 + 23.6 (6 14001065205. ED- 30 +248 210 446 995 
ollanc + 0.50 + 47 + 530 ina 108s W Ssa eer. We 
tal — 0.58 (4) — 10.0 - 4.1(1 47.6 445 1412 1866 2094 709 +1448 19.9 20.5 
apa + 685 (6) +712 + 655 (6) 2166 157.2 155 237 229 186 158 34.0 27.6 
Spain +— 0.80 (6) - 55 + 36 (5 9.1 47.9 isn mM. - are. io te 114 
Swede +051 (6) + 39 — 111 67.6 67.2 6.91 8.30 10.3 8.36 7.09 6.6 5.7 
Switzerlanc — 0.28 (6) - 40 F 45(1 169.2 1498 1.65 2.29 245 1.99 1.69 17.0 13.6 
= 60 + 38 (7) 71.1 82. 068 O72 = 0.82 0.69 14.9 10.4 
- USA 44.17 (644 -163.1 -125.2 (3 1108 1368 = = 1.48 1.21 1.03 35.5 55.0 
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For centuries, the desert 
has nurtured our spirit of 
hospitality. 


Today, with the rapid 
development of our vast land, 
this spirit remains. 


Experience the hospitality of 


Saudia. 
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~ tradition points in 
one direction. 


Commitment to the future. 
We began manufacturing vehicles in the 1890's and aircraft in the 1930's. With the result that over a long á 
period Saab-Scania has established a solid base of technical experience and engineering skill. In our « 
areas of operation Saab-Scania has always been an innovative force. 

This commitment to the future requires determined backing. For the last five years we have invested, on 
average, 13 percent of sales income in research and development, property and plant. Activities which 
have all been funded from within the Group. 

In the field of specialized transport technology the symbol of Saab-Scania is the sign of tradition and 
financial strength. 
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The Saab-Scania Group manufactures automotive and aerospace products: passenger 
cars, trucks and buses, military aircraft, missiles, satellites and the Saab SF340 airliner. The 
Group also develops other advanced products in the fields of electronics, optics, sensors 
and image processing as well as in the area of energy technology. 

We employ 47 000 people in locations in Sweden and 30 other countries. 
In 1985 the Group sales were SEK 32 billions (GBP 2.9 billions) with profits of 2.8 billions 
(GBP 255.2 m.). Return on total assets was 14.5 percent, solvency (equity/asset ratio) was 
50 percent and capital expenditure amounted to 4.4 billions (GBP 401.1 m.), equal to 13.8 
percent of sales. 
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i Leaders in specialized transport technology. : 





For further information please write to Saab-Scania AB, Corporate Communications and Public Affairs, S-581 88 Linköping, Sweden. 


